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INTRODUCTION

Please state your name and business address.

My name is Julie K. Price, and my business address is 220 South King Street,
Honolulu, Hawaii.

By whom are you employed and in what capacity?

I am the Manager of Compensation & Benefits for Hawaiian Electric Company,
Inc. (“HECO”). My work experience and educational background are shown in
HECO-1200.

What will your testimony cover with respect to this case?

My testimony will cover HECO’s 2007 adjusted test year estimates for employee
benefits expenses which are included in total Administrative and General
(“A&G”) expenses, discussed by Ms. Patsy Nanbu in HECO T-10. I will also
cover the wage and salary increase, the Human Resources Suite software project
and the Ho’okina award program expenses included in the test year.

DESCRIPTION OF ACCOUNTS

In what accounts does HECO record employee benefits expenses?

Employee benefits expenses are recorded in account no. 926000, employee
pension and benefits, which includes expenses related to providing pension and
other retirement benefits to employees, long-term disability benefits, training, and
other miscellaneous benefits, and account no. 926010, employee benefits — flex
credits, which includes expenses related to providing group insurance benefits to
employees. Benefits provided to regular employees are described in HECO-WP-
1250.

How will you explain these employee benefits expenses?

Since these accounts include a broad range of employee benefits expenses, our
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explanation will breakdown non-labor expenses into the following general
categories to facilitate analysis:

Account No. 926000 - Employee Pensions and Benefits

Qualified Pension Plan
Non-Qualified Pension Plans
Other Postretirement Benefits
Long-Term Disability Benefits
Other Benefits/Administration

Account No. 926010 - Employee Benefits — Flex Credits

Flex Credits Less Prices

Group Medical Premiums

Group Dental Premiums

Group Vision Premiums

Group Life Insurance Premiums

Other/Administration
The test year amounts by these categories are provided in HECO-1201.
Labor costs to administer the programs are also included in these accounts. Labor
rates used to determine labor costs for the test year are discussed by Ms. Patsy
Nanbu in HECO T-10.
Are all employee benefits costs charged to operations and maintenance (“O&M”)
expense?
No. The employee benefits costs charged to O&M expense are a net amount
resulting from
(1) the total cost of employee benefits (account nos. 926000 and 926010), less

(2) the amounts transferred to construction and to other (account no. 926020).
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' The amounts transferred to construction and to other (account no. 926020) are

covered by Ms. Patsy Nanbu in HECO T-10.
ADJUSTMENTS/NORMALIZATIONS

Were any adjustments made to employee benefits expenses for this rate case?
Yes. These adjustments are shown in HECO-1201, column (h). Rate case
adjustments were made to delete certain benefit expense items in order to simplify
and limit the issues in this case. Other budget adjustments were made to update
estimates made subsequent to preparation of the budget. Individual adjustments
are discussed in the applicable areas of my testimony.

What normalization adjustment was made to employee benefits expenses?

A normalization adjustment of ($19,000) as shown in HECO-1201, column (i),
was made to adjust the expenses related to the renegotiation of the contract with
the union upon the expiration of the current contract in 2007. This normalization

adjustment is discussed later in my testimony.

ACCOUNT NO. 926000 — EMPLOYEE PENSIONS AND BENEFITS

Q.

Please breakdown the adjusted test year expenses in account no. 926000 —
employee pensions and benefits.

A breakdown of this account by category is as follows:

Category Amount
Qualified Pension Plan $ 18,029,000
Non-Qualified Pension Plan $ 0

Other Postretirement Benefits $ 7,465,000
Long-Term Disability Benefits $ 514,000
Other Benefits/Administration $ 776.000
Total Non-Labor $ 26,784,000
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Qualified Pension Plan

Q
A.

What expenses are included in this category?

Expenses related to providing pension benefits to HECO’s employees are included
in this category.

How does the Company provide pension benefits to its employees?

The Company provides pension benefits to its employees by participating in the
Retirement Plan for Employees of Hawaiian Electric Industries, Inc. and
Participating Subsidiaries (“HEI Retirement Plan”), a qualified defined benefit
pension plan. Although assets of the HEI Retirement Plan are commingled for all
participating employers, assets and liabilities of each participating employer are
separated for purposes of determining each participating employer’s pension
costs. The amounts provided in this rate case are the portion that applies to HECO
only.

The pension plan is an integral part of the Company’s compensation package
provided to employees, and is necessary to attract and retain quality employees
engaged in the provision of electric service to the public.

What is the pension expense for the test year?

The pension expense for the test year related to the qualified pension plan is
$18,029,000 as shown in HECO-1201.

What areas of the pension expense will you cover?

My testimony will describe the factors that affect pension expense and the
components of the net periodic pension cost.

The accounting and ratemaking treatment of pension costs are discussed by Ms.
Patsy Nanbu in HECO T-10.

How is pension expense determined?
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-Watson Wyatt Worldwide, the plan’s independent actuary, determines the pension

expense to be recognized by the Company each year in accordance with the
provisions of the Statement of Financial Accounting Standards No. 87 (“SFAS
87”). Under SFAS 87, the Company’s pension cost is referred to as the net
periodic pension cost (“NPPC”).

What is the NPPC?

This is the amount that HECO is required to recognize on its financial statements
as the cost of providing pension benefits to its employees for the year, which
includes the capitalized amount and the amount charged to expense.

How was the 2007 test year estimate determined?

Watson Wyatt Worldwide calculated the 2007 test year estimated NPPC by using
employee data as of January 1, 2006, and applying assumptions such as mortality,
retirement and termination, and assumed salary/wage increases for one year to
January 1, 2007. New participants were assumed to enter as of January 1, 2007.
The actual NPPC for 2006 and estimated for 2007 are shown in HECO-1202.
Why was the budget estimate for pension expense updated?

The budget estimate for pension expense was updated to reflect the revised
estimate by Watson Wyatt Worldwide based on 1,462 employees. This was the
year end number of employees projected by the Workforce Staffing and
Development Division in September 2006. A more recent estimate of the number
of employees at year end 2006 is 1,443 (see HECO-1403). The difference of 26
employees will not affect the pension cost significantly and the actual NPPC for
2007 will be determined by Watson Wyatt Worldwide based on actual employee
and other data as of January 1, 2007.

When will the actual 2007 NPPC be determined?
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Watson Wyatt Worldwide will determine the actual 2007 NPPC in June 2007.
Has the Commission used the NPPC in determining the Company’s revenue
requirements in prior cases?

Yes. Since the adoption of SFAS 87 in 1987, the Company has consistently and
properly incorporated the NPPC in the forecast of employee benefits and the
Commission accepted HECO’s treatment of pension costs consistent with SFAS
87 in Decision and Order No. 11317 (Oct. 17, 1991) in Docket No. 6531,
Decision and Order No. 11699 (June 30, 1992) in Docket No. 6998, Decision and
Order No. 13704 (December 28, 1994) in Docket No. 7700 and Decision and
Order No. 14412 (December 11, 1995) in Docket No. 7766. The parties in
HECO’s 2005 test year rate case, Docket No. 04-0113, accepted HECO’s pension
expense estimates which were based on the NPPC, determined in accordance with
SFAS 87. See Stipulated Settlement Letter filed September 16, 2005 and HECO
RT-15 in Docket No. 04-0113. The Commission also accepted the treatment of
pension costs consistent with SFAS 87 in prior rate cases for HECO’s affiliated
companies, €.g., Decision and Order No. 18365, Docket No. 99-0207 HELCO’s
2000 test year rate case, and Decision and Order No. 16922 (April 6, 1999),
Docket No. 97-0346 MECO’s 1999 test year rate case.

More recently, the Division of Consumer Advocacy stated the following in
its December 8, 2006 Statement of Position in Docket No. 05-0310: “It should be
made clear, however, that the Consumer Advocate does not object to the
Commission confirming that the Companies can continue to recover its annual
cost of providing pension benefits, as actuarially calculated under the provision of
SFAS No. 87, with the clarification that the Consumer Advocate reserves the right

to review the reasonableness of the pension expense included in the revenue
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‘requirement for future rate case proceedings.”

Is the NPPC the amount that HECO is required to contribute to fund its pension
obligation?

No. The NPPC is the accrual cost that HECO needs to recognize for financial
reporting purposes under SFAS 87. Minimum funding requirements for qualified
pension plans are specified under the Employee Retirement Income Security Act
of 1974 (“ERISA”), and maximum tax deductible amounts for federal income tax
calculation purposes are specified by the Internal Revenue Code (“IRC”).
HECO’s minimum contribution funding requirement and maximum tax deductible
contribution amounts are also calculated by Watson Wyatt Worldwide and
provided in its actuarial valuation of the plan. The most recent valuation as of
January 1, 2006, is provided in HECO-WP-1251.

How does the Company fund the plan?

The Company funds the plan by making tax deductible contributions into a trust
held by the plan’s trustee, the Bank of New York. A pension investment
committee (“PIC”) is the named fiduciary for the plan and is responsible for
overseeing the administration of the plan and management of plan assets.

What contributions have been made to fund the plan?

Company contributions made to the pension trust since the adoption of SFAS 87
are shown in HECO-1203, line 8. The PIC’s funding policy is to contribute
amounts to the plan in accordance with the funding requirements of ERISA and
the IRC. Within the minimum funding requirements of ERISA and the maximum
deductible funding allowed under the IRC, the PIC considers the financial
reporting of the plan. There are no specific regulations in financial reporting as to

how a company should fund its pension plan. Generally, it has been the practice
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of the PIC to fund the NPPC; however, in 2003, 2004 and 2005, the PIC based its
funding decision largely on the funded status of the plan. As previously noted,
minimum funding requirements and maximum tax deductible amounts are
determined by Watson Wyatt Worldwide.

What accounts for fluctuations of the NPPC?

Fluctuations are primarily attributable to changes in the discount rate and asset
return rate assumptions and the actual investment returns. Assumption changes
affect the various components of the NPPC resulting in an increase or decrease.
In general, a decrease in the discount rate assumption alone results in increased
projected liabilities and higher pension costs, and an increase in the asset return
rate assumption alone results in lower pension costs due to higher projected
investment returns. If actual investment returns are greater than the assumption, a
reduction in pension costs will result and if actual returns are lower than the
assumption, pension costs will increase. The NPPC, primary assumptions and
actual investment returns since 1987 are shown in HECO-1203.

a. Factors Affecting Pension Expense

What factors determine the Company’s pension expense?

In general, pension expense is determined by the requirements of SFAS 87 and the
following factors:

1)  plan provisions,

2)  demographic characteristics of employees covered by the plan,

3) performance of the pension fund investments over time,

4)  actuarial assumptions, and

5)  methodology used to determine the value of plan assets.

1)  Plan Provisions
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‘"How do the provisions of the pension plan affect pension expense?

The provisions of the plan determine the amounts that the plan will have to pay to
employees when they become eligible to retire.

How are pension plan provisions determined?

Pension plan provisions for the members of the bargaining unit are negotiated
between the Company and the International Brotherhood of Electrical Workers
(“IBEW”), Local 1260. A different benefit formula applies to merit employees,
but other plan provisions are the same as those for bargaining unit employees.
The main provisions of the HEI Retirement Plan are summarized on pages 30-33
of HECO-WP-1251.

2)  Employee Demographics

How do employee demographics affect pension expense?

Pension benefits are determined by the employees’ years of service, age at
retirement, and wage levels or average salary levels at the time of retirement. The
length of benefit payments depends on how long the employee lives, whether or
not the employee has a surviving spouse at the time of death and how long the
surviving spouse lives. Therefore, demographics such as hire dates, birthdates,
pay rates, sex and marital status are used to determine benefit levels. The
Company provides Watson Wyatt Worldwide with information about employees
(age, sex, status, years of service, pay/salary rates) as of January 1 of each year
which is used to determine the pension expense for that year.

3)  Pension Fund Performance

How does the performance of the pension fund affect the pension expense?
The Company is generally required to fund for each employee’s benefit during the

employee’s career with HECO. The expected return on plan assets in the trust
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offsets the NPPC. As assets increase due to Company contributions and
investment performance, the expgcted return will also increase and will reduce
pension cost.’ The Company’s contributions are accumulated in a trust from which
retirement benefits are paid. Thé fund is invested by professional investment
managers. The trustee provides investment information to Watson Wyatt
Worldwide.

4)  Actuarial Assumptions

Why are actuarial assumptions needed to estimate pension expenses?

The Company’s ultimate cost for the pension plan will not be known until all
benefits are paid to all participants and beneficiaries. During the life of the plan,
benefits payable are estimated using certain assumptions which take into account
probabilities for determining how many and at what time participants will become
eligible for benefits, the size of the benefits expected to be paid, how long benefits
will be paid and the current value of future benefits. The assumptions, together
with participant data and plan provisions determine the liability of the plan from
which pension expense is determined.

What are some of the assumptions used?

There are demographic assumptions such as turnover rates, mortality, retirement
ages, the number of married participants and economic assumptions such as
discount rates, asset return rates and salary increase rates.

How are these assumptions determined?

These assumptions are determined by the Company in conjunction with Watson
Wyatt Worldwide and approved by the Company’s independent auditor.
Generally, demographic assumptions are based on the plan’s historical experience.

The discount rate assumption is determined as required under SFAS 87 as a proxy
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for investment grade corporate bonds yield rates and the rate selected is approved

by the Company’s independent auditor.

5)  Methodology for Determination of the Value of Plan Assets

How is the value of plan assets determined?

The asset valuation method is selected by the Company in conjunction with
Watson Wyatt Worldwide with the approval of the Company’s independent
auditor. Under the method used by HECO, the difference between the actual
market value of assets and the expected market value of assets as of the valuation
date is recognized over a five-year period — 0% in the first year and 25% in each
of the next four years. The market value of assets as of the valuation date is
adjusted for the unrecognized gains and losses from the prior four years to
determine the market-related value of assets and the market-related value must be
between 85% - 115% of the market value. As these gains and losses are
recognized they are reflected in the market value and the accumulated gain/loss
which is in the Amortization of Gain/(Loss) component of the NPPC.

b. Components of Pension Expense

What are the components of the NPPC?
SFAS 87 specifies six basic components of NPPC. The actual amounts for 2005
and 2006 and estimated for 2007 as determined by Watson Wyatt Worldwide are

as follows:

2005 Actual 2006 Actual 2007 Estimated
1)  Service Cost $16,641,629 $18,813,780 $18,168,000
2)  Interest Cost $34,160,422 $35,149,890 $37,139,000

3)  Expected Return ($49,231,075)  ($47,183,807)  ($44,347,000)
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2005 Actual 2006 Actual 2007 Estimated

4)  Amortization of Transition
Obligation 0 0 0

5)  Amortization of Prior
Service Cost ($ 478,860) ($ 478,860) (§ 456,000)

6)  Amortization of
(Gain)/Loss $ 3.495.546 $ 7.935.663 $ 7.525.000

Total NPPC $4,587,662 $14,236,666 §18,02‘9;000

1)  Service Cost
What is the “service cost” component?
The service cost is the “actuarial present value” of the pension benefits earned
during the year (with projected pay).
How was the service cost component for the test year determined?
The actuary used certain assumptions to estimate the amount of benefits that the
Company will pay for an employee and determined the present value of these
benefits (i.e., the service cost) assuming a discount rate of 6% for the test year.
2)  Interest Cost
What is the “interest cost™?
The interest cost component of the net periodic pension cost is the increase in the
present value of the projected benefit obligation due to the passage of one year’s
time. The projected benefit obligation is an estimate of the pension benefits that
will be paid assuming the continuation of the plan. Measuring the projected
benefit obligation as a present value requires accrual of an interest cost at rates
equal to the assumed discount rate.

3) Expected Return on Plan Assets

How is the “expected return on plan assets” used in the computation of pension
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' expense for the year?

The Company’s overall pension costs are reduced by the earnings on the assets
that have been acquired with contributions to the pension fund. The return on
plan assets includes the plan’s dividend and interest income for the year, plus
realized and unrealized appreciation less any depreciation in the market value of
its investments and the expenses related to benefits paid, administration and
investing the fund.

The test year estimate was based on an 8.5% assumption for the expected
return on plan assets. This rate is intended to reflect the average long term rate of
earnings expected on investments in the pension fund.

4)  Amortization of Transition Obligation

What is the “amortization of transition obligation”?

This is the difference between the fair market value of plan assets and the actuarial
present value of pension benefits earned at the time of transition to the provisions
of SFAS 87. HECO'’s transition obligation has been fully amortized as of
December 31, 2003.

5)  Amortization of Prior Service Cost

What is the “amortization of prior service cost”?

This is the amortization of a change in the projected benefit obligation due to a
plan amendment. Under SFAS 87 increases or decreases in the projected benefit
obligation due to a plan change should be amortized as a component of future
pension costs over the average remaining service lives of active employees at the

time of the amendment.

6)  Amortization of (Gain)/Loss

Please explain the amortization of gains and losses.
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Gain and losses are changes in the amount of either the projected benefit
obligation or the plan assets. These changes result from experience that is
different from what is expected a;ld from changes in assumptions.

If accumulated gains and losses are greater than a “corridor” amount, a portion is
recognized in the current year (determined as the excess over the corridor
amortized over the average remaining service lives of active employees expected
to receive benefits under the plan).

What accounts for the increase in the NPPC from 2005 to 2007? '
Referring to section b “Components of Pension Expense” of this testimony, the
actual NPPC increased by approximately $13,400,000 from 2005 to the estimated
amount for 2007. The increase in the Service Cost and Interest Cost components
of approximately $4,500,000 is mainly due to an increase in active participants
and retirees as well as the effects of inflation. The Expected Return on Plan
Assets component reduced by approximately $4,900,000 from 2005 to 2007 due
mainly to the change in the asset return assumption from 9% to 8.5% and decrease
in the market related value due to asset losses in prior years. For example, the
returns on market value for 2001 and 2002 were -10% and -14% respectively
compared to the assumption of 10%. The Amortization of Gain/Loss component
increased by approximately $4,000,000 from 2005 to 2007 which is attributed to
asset losses and losses from an increase in liabilities for active participants and
retirees.

Why were changes made to the asset return rate assumption?

The change in the asset return rate assumption is based on an analysis of the asset
allocation and lower expected future returns on asset classes than previously

projected. The actual assumptions for 2007 will be determined by the PIC in
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' January 2007, or shortly thereafter.

Non-Qualified Pensions

Q.
A.

What do the expenses for non-qualified pensions represent?

The Company participates in the HEI Retirement Plan for Non-Employee
Directors, the HEI Excess Pay Supplemental Executive Retirement Plan (“Excess
Pay SERP”), the HEI Excess Benefit Plan (“Excess Plan”), and the HEI
Supplemental Executive Retirement Plan (“HEI SERP”). These non-qualified
plans are described in the excerpt from the 2006 Proxy Statement attached as
HECO-1204. Non-qualified benefits payable by the Excess Pay SERP and the
Excess Plan arise for participants because their benefits are artificially restricted
by IRS limits.

What is the estimate for non-qualified pensions?

The estimate for non-qualified pensions is $340,000. This amount represents the
expenses for pension benefits payable to certain executives, directors and other
individuals.

How were these expenses determined?

Watson Wyatt Worldwide determined these expenses using the same
methodology that applies to the qualified pension plan in accordance with SFAS
87.

How has HECO treated non-qualified pension expense for the test year?

In order to limit the issues in this proceeding, non-qualified pension expense has
been deleted from the test year expenses, as shown in HECO-1201, column h.
The 2007 test year estimate for non-qualified pension is $0. However, the
Company’s position is that pension benefits are earned by all employees under the

provisions of the plan and earned benefits should not be treated differently for
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ratemaking purposes due to statutory limits. Therefore, the Company reserves the
right to include non-qualified pension expense in its test year estimates in future

rate cases.

Other Postretirement Benefits

Q.
A.

What expenses are included in the other postretirement benefits category?
Expenses related to providing postretirement benefits other than pensions to
HECO’s employees are included in this category.

How does HECO provide postretirement benefits other than pensions to its
employees?

HECO provides postretirement benefits other than pensions by participating in
the Postretirement Welfare Benefits Plan for Employees of Hawaiian Electric
Company, Inc. and Participating Employers (“HECO Postretirement Plan”).
Why was the budget estimate for postretirement benefits other than pensions
adjusted?

The budget estimate was adjusted to incorporate the revised estimate from Watson
Wyatt Worldwide based on 1,462 employees projected as of January 1, 2007
similar to the adjustment made for the pension expense.

What is HECO’s 2007 test year estimate for other postretirement benefits, after
applicable adjustments?

The Company’s test year 2007 estimate for other postretirement benefits after

adjustment is $7,465,000 which includes the following:

Net periodic post retirement benefit cost $7,395,000
Amortization of regulatory asset 1,302,000
Electric discount for retirees (408,000)

Adjustment to delete life insurance for
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senior management (824.000)
Total (HECO-1201, column j, line 3) $ 7,465,000

Please explain the reduction for the electric discount for retirees.

The budget includes a reduction to OPEB expenses of $408,000 which represents
the estimate of the electric service discount provided to retirees. Since the electric
discount is reflected in the test year in the form of lower revenues, this amount
was deleted from the postretirement benefit cost estimate to avoid duplication.
Please explain the $824,000 adjustment to delete life insurance for senior
management.

The adjustment was made to delete postretirement costs related to life insurance
for HECO’s senior management personnel in order to simplify and limit the issues
in this proceeding. These costs have been disallowed in prior cases. However,
the Company reserves the right to propose inclusion of these expenses in its
revenue requirement in future rate cases.

How is the postretirement benefit expense for the test year determined?

Watson Wyatt Worldwide, the plan’s actuary, determines the postretirement
benefit expense to be recognized by the Company each year according to the
provisions of the Statement of Financial Accounting Standards No. 106,
Employers’ Accounting for Postretirement Benefits Other Than Pensions (“SFAS
106”). The calculation of postretirement benefit expense under SFAS 106 is
similar to the calculation of the NPPC under SFAS 87. Under SFAS 106, the
Company’s postretirement benefit cost is referred to as the net periodic
postretirement benefit cost (“NPBC”). This is the amount that HECO must
recognize on its financial statements as the cost of providing other postretirement

benefits to its employees for the year which includes the capitalized amount and
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the amount charged to expense.

When will the actual 2007 NPBC be determined?

The actual 2007 NPBC will be determined by Watson Wyatt Worldwide in June,
2007, based on employee data as of J anuary 1, 2007.

How has the Commission treated postretirement benefits costs for ratemaking
purposes?

The Commission’s Decision and Order No. 13659, (November 29, 1994), and
letter, dated December 28, 1994, in Docket Nos. 7243 and 7233 (Consolidated)
allowed HECO to adopt SFAS 106 in its entirety and to include in its rates the full
cost of postretirement benefits other than pensions calculated pursuant to SFAS
106, effective January 1, 1995. In addition, the Commission allowed HECO to
amortize the regulatory asset established for the deferral of postretirement benefit
costs other than pensions for the period January 1, 1993 to December 31, 1994,
over an 18-year period beginning January 1, 1995. The total amount being
amortized is $23,400,000, or $1,302,000 per year.

Does HECO fund the postretirement benefits?

Yes. As directed by the Commission in Decision and Order No. 13659, HECO
funds the entire postretirement benefit costs to the maximum extent possible using
tax advantaged funding vehicles.

What are these funding vehicles?

In accordance with its funding plan submitted to the Commission on January 3,
1995, in Docket No. 7243, the Company makes contributions to trusts established
to provide these benefits — two Voluntary Employees’ Beneficiary Association
(“VEBA”) trusts (bargaining unit and non-bargaining). Additional contributions

are also made to a special 401(h) account in the existing pension plan trust to
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' provide postretirement medical benefits for non-bargaining employees. Although

the assets of these trusts are commingled for all participating employers, assets
and liabilities of each participating employer are separated for purposes of
determining postretirement benefit expenses and funding amounts for each
participating employer. Maximum tax deductible contributions to the various
funding vehicles are determined by Watson Wyatt Worldwide and included in its
actuarial valuation of the plan. A copy of the January 1, 2006, valuation of the
HECO Postretirement Plan is provided in HECO-WP-1252.

How are the contributions in the trusts invested?

Assets are held by the plan’s trustee, the Bank of New York. The PIC is the
named fiduciary for the management of the plan assets. The PIC uses professional
money managers to manage the plan assets.

a. Factors Affecting Postretirement Expense

What factors determine the Company’s postretirement benefits expense?

In general, postretirement benefits expense is determined by the requirements of
SFAS 106 and the factors used to determine the expense are similar to those that
determine pension expense, and include the following:

1)  plan provisions,

2)  demographic characteristics of employees covered by the plan,

3)  performance of the trust fund investments over time,

4)  actuarial assumptions used in the calculations, and

5)  methodology used to determine the value of plan assets

1)  Plan Provisions

What are the postretirement benefits that HECO provides to its retirees?

HECO provides the following postretirement benefits to retirees:
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1)  medical/drug insurance,

2)  partial reimbursement of Medicare Part B premiums,

3)  vision insurance,

4)  dental insurance,

5)  life insurance, and

6) electric service discount.

A summary of these benefits is provided in HECO-WP-1252, pages 22-26.
How are postretirement benefits determined? '

Benefits for bargaining unit employees are negotiated between the Company and
the IBEW, Local 1260, and are included in the Benefit Agreement by and between
Hawaiian Electric Company, Inc. and Local 1260 of the IBEW. The Benefit
Agreement is provided at HECO-WP-1253. The electric discount is included in
the Agreement between Hawaiian Electric Company, Inc. and Local 1260 of the
IBEW. The page that includes the electric discount provision is provided at
HECO-WP-1254. Merit employees are provided the same postretirement benefits
provided to bargaining unit employees.

2)  Employee Demographics

How do employee demographics affect postretirement benefit expense?

Eligibility for postretirement benefits is determined by eligibility for pension
benefits. The length of coverage depends on how long the employee lives and
whether or not the employee has a spouse. Therefore, demographics such as hire
dates, birthdates, and marital status are used to determine coverage. Watson
Wyatt Worldwide uses the demographic information provided for the pension plan
as of January 1 of each year to determine the postretirement benefit expense for

that year.
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3)  Postretirement Fund Performance

How does the performance of the postretirement investment funds affect
postretirement benefit expense?

The Company is generally required to recognize the cost of each employee’s
postretirement benefits during the employee’s career with HECO. The expected
return on plan assets in the trust offsets the NPBC. As assets increase due to
Company contributions and investment performance, the expected return will also
increase and will reduce postretirement benefit expense. The Company makes
contributions each year into the various funding vehicles previously mentioned to
fund postretirement benefits when employees retire. The fund is invested by
professional investment managers. The trustee provides investment information
to Watson Wyatt Worldwide.

4)  Actuarial Assumptions

Are actuarial assumptions for determining the net periodic postretirement benefit
expense the same as those used to determine the NPPC?

Yes, the assumptions are generally the same. However, an additional assumption
for the medical trend rate is necessary for determining the net periodic
postretirement benefit expense. The medical trend rate and other assumptions
used to estimate the 2007 NPBC are included on pages 28-31 of HECO-WP-1252.
Assumptions are determined by the Company in conjunction with Watson Wyatt
Worldwide and approved by the Company’s independent auditor.

What is the assumption for the medical trend rate?

This assumption is an estimate of the annual rate of change in the cost of health
care benefits. Under SFAS 106, the assumption should consider estimates of

health care inflation, changes in health care utilization or delivery patterns,
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technological advances, and changes in the health care status of plan participants.

5)  Method of Determination of the Value of Plan Assets

How is the value of plan assets determined?
The asset valuation method is the same as that used for the pension plan.

b. Components of Other Postretirement Benefit Expense

What are the components of the Company’s NPBC?
The components for the NPBC are the same as for the NPPC as previously
described. The actual amounts for 2005 and 2006 and estimated for 2007 as
determined by Watson Wyatt Worldwide are as follows:

2005 Actual 2006 Actual 2007 Estimated

1)  Service Cost $ 3,584,416 $ 3,498,553 $ 3,430,000
2)  Interest Cost $ 7,636,506 $ 7,298,164 $ 7,827,000
3)  Expected Return ($6,716,155) ($6,745,567) (3 6,644,000)

4)  Amortization of Transition

Obligation $ 2,400,379 $ 2,400,379 $ 2,400,000
5)  Amortization of Prior

Service Cost $ 0 $ 0 $ 0
6)  Amortization of

(Gains)/Loss $ 128,541 $ 168,778 $ 382,000

Total NPBC $ 7,033,687 $ 6,620,307 $ 7.395.000

Were changes made to the discount rate and asset return rate assumptions to
estimate the NPBC for 2007?

Yes. The same discount rate and asset return rate assumptions for estimating the
NPPC were used to estimate the NPBC.

Has HECO made changes to reduce its postretirement benefit expense?
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'Yes. HECO significantly reduced postretirement benefit expense as a result of the

1998 negotiations with the IBEW by changing plan provisions and placing caps
on future Company funded premiums. When premiums reach these caps, retirees
are required to contribute the difference between the actual premium rates and the
Company’s caps in addition to the contributions required based on years of
service. In addition, changes made to the medical and drug plans for active
employees effective January 1, 2006, January 1, 2007, and January 1, 2008, also
apply to retirees. These changes increase retirees’ cost sharing for medical and
drug costs (see HECO-WP-1253, pages 4-11).

How has the Medicare Modernization Act (“MMA”) affected HECO’s
postretirement benefits?

The Medicare Prescription Drug Improvement and Modernization Act of 2003
(“Act”) expanded Medicare to include coverage for prescription drugs. Under the
Act, employer-sponsored retiree drug plans that provide benefits equivalent to the
new Medicare Part D drug coverage are eligible to receive a subsidy of 28 percent
of the participants’ drug costs between $250 and $5,000 per retiree, if the retiree
waives coverage under Medicare Part D beginning in 2006. In 2005, Watson
Wyatt Worldwide estimated that HECO’s net periodic postretirement benefit
expense would decrease by approximately $349,000, based on a 6% discount rate,
due to the federal subsidy and the 2007 test year estimate of postretirement benefit
expense reflects the provisions of the Act.

How will SFAS 158 affect the NPPC and NPBC?

The Financial Accounting Standards Board (“FASB”) recently issued SFAS 158,
“Employer Accounting for Defined Benefit Pension and Other Postretirement

Plans, an amendment to FASB Statement Nos. 87, 88, 106 and 132(R)”, which
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includes changes in accounting for defined benefit pension and other
postretirement plans. The amendments relate to the recognition of the funded
status of pension and other postretirement benefit plans. SFAS 158 will not
change the components or the determination of the NPPC and NPBC. The
implications of SFAS 158 are explained in Docket No. 05-0310, Application of
Hawaiian Electric Company, Inc., Hawaii Electric Light Company, Inc., Maui
Electric Company, Limited, for Approval to Record a Regulatory Asset for Any
Pension Liability Which Would Otherwise Be Charged to Accumulated Other
Comprehensive Income, currently before the Commission.

How will the Pension Protection Act affect the NPPC and NPBC?

The Pension Protection Act of 2006 (“Act”), which was enacted on August 18,
2006, makes significant changes to rules dealing with minimum funding,
investments and tax qualification. The Act does not change the components or
determination of the NPPC and NPBC. Minimum funding rules of the Act

become effective in 2008.

Long-Term Disability Benefits

Q.

What is the test year estimate of long-term disability benefit expenses after
adjustments?

The test year 2007 estimate for this category of employee benefits expense is
$514,000, as shown in HECO-1201.

Why was the test year estimate adjusted?

The test year estimate was adjusted to reflect a change in the average number of
employees. The budget was based on an average of 1,557 employees, which was
updated to 1,548. The average number of covered employees for the test year is

discussed by Ms. Faye Chiogioji in HECO T-14.
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What expenses are included in this category?

This category includes expenses with respect to providing long-term disability
(“LTD”) benefits to HECO’s emi)loyees.

Please describe LTD benefits.

LTD benefits are income replacement benefits provided to employees in the event
of a non-occupational long-term disability that lasts beyond six months.

How are LTD benefits provided to employees?

LTD benefits are provided through an insurance contract with MetLife. Effective
January 1, 2003, benefits under the contract are paid on a fully insured basis.
Prior to that, benefits were paid by the Company for the first five years of
disability and on a fully insured basis thereafter.

Why was the change made from a partially self-insured basis to a fully insured
basis?

As explained in Docket No. 04-0113 (HECO’s 2005 test year rate case), the
decision to change to a fully insured basis was made primarily due to
administrative issues. Under the partially self-insured contract between MetLife
and HEI, there was only one bank account covering HEI as well as the utility
companies making the tracking/reconciliation of claims paid by each company
under the program extremely difficult due to timing differences. While partially
self-insured arrangements were once prevalent, these arrangements are now the
exception to MetLife’s general administrative procedures. A fully insured
arrangement with predictable costs was also a factor in making the change.

How was the 2007 test year estimate calculated?

The calculation of long-term disability plan expenses is provided in HECO-1206.

Since LTD premiums are based on employees’ base pay, we used an average of
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- annual salaries/wages as of September 1, 2006, multiplied by the average number

of employees projected for the test year, and the 2007 premium rates to get
$453,846. Estimated administrative services fees (“ASA”) of $5,600 and
estimated 2007 payments of $55,200 for claims still open from the partially self-
insured portion prior to January 1, 2003, were added to the $453,846, to get
$514,646.

Why were LTD premiums calculated using salaries and wages as of September 1,
2006?

Salaries and wages as of September 1, 2006 were the latest available when
estimates for the rate case were finalized. LTD monthly premiums for the test
year will be based on actual salaries and wages.

Why are the premium rates different for bargaining unit and merit employees?
The difference is due to the difference in the benefit. The LTD benefit for
bargaining unit employees is 60% of base pay which is limited to the Prevailing
Lineman Thereafter rate. The LTD benefit for merit employees is 65% of base
pay. See HECO-1207 for 2007 premium rates.

Does HECO provide other disability benefits to its employees?

Yes. In addition to LTD benefits, HECO provides other disability benefits such as
workers’ compensation and sick leave to employees.

How do LTD benefits coordinate with other disability benefits?

The LTD plan is designed to provide a total level of disability income benefits to
employees. Therefore, LTD benefits payable by the plan are offset by any other
income received by the disabled employee from the Company. As such, if the
employee is receiving sick leave or workers’ compensation benefits, LTD benefits

may be fully offset by these benefits.
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Q.  What is the reason for offsetting these benefits?
A.  These benefits are offset because the plan is designed to encourage employees to
return to work and keep disability related costs under control.

Other Benefits Administration

Q.  What is HECO’s test year estimate for the other benefits/administration category
of employee benefit expenses charged to account no. 926000?
A.  The 2007 test year estimate for Other Benefits/Administration (after adjustments)

is $776,000 and includes the following: '

1)  Training & Development $230,000
2)  Bus Pass Program $ 77,000
3) Long Term Care Insurance $ 31,000

4) Integrated Absence Management Program $ 74,000

5)  Misc. other benefits $ 19,000
6) HR Suite Amortization $ 5,000
7)  Administration $ 341,000
8)  On-Cost | ($ 1.000)
Total (HECO-1201, column j, line 5) $776,000

Q.  What adjustments were made to the expenses for other benefits/administration to
arrive at HECO’s test year estimate?

A.  Asshown in HECO-1201, column (h), line 5, a total adjustment of $364,000 was
made in part to limit the issues in this proceeding, i.e., the Company deleted —
($602,000) for the executive life program based on a prior Commission ruling
(D&O No. 14412, filed on December 11, 1995 in Docket No. 7766, HECO’s 1995
test year rate case), $27,000 for the expenses related to 401(k) administration, and

$177,000 for EICP, 401(k) and other non-recurring costs for HEI. However, the
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' Company reserves the right to propose inclusion of these expenses in future rate

cases. A decrease of $34,000 was made to reflect the revision to the amortization
amount for computer software development project costs for the portion of the HR
Suite project expected to be completed in 2007. The HR Suite project is
explained later in this testimony.

Please explain the ($19,000) normalization amount in HECO-1201, column (i),
line 5.

This amount reflects the normalization of estimated consulting costs for the
negotiation of the Company’s Benefit Agreement in 2007. The total estimated
amount is $25,000 that is being normalized over four years which is based on the

term of the last agreement.

Training and Development Programs

Q.
A.

What is the test year estimate for training and development costs?

The test year estimate of these costs is $230,000, which are related to training and
development programs that are essential to HECO’s ability to maintain a fully
qualified workforce. The programs are administered by HECO’s Workforce
Staffing and Development and Industrial Relations departments.

Describe the expenses related to the training and development programs.

The expenses relate to activities such as planning and determining employee
development and training needs, development of in-house training programs,
delivery of these programs, training materials, apprenticeship program costs and
the voluntary educational assistance (“VEA”) program.

How was the test year estimate for training and development programs
determined?

The test year estimate was determined by considering the courses to be offered,
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materials, instructor fees, and facilitator guides. Apprenticeship program costs
were estimated using the training requirements of current apprentices, the
estimated number of new apprentices, instructor fees, books and supplies. VEA
program costs were based on 2005 actual costs increased by 10% (the average
increase in tuition fees at local universities).

Describe the types of in-house training programs covered in this account.

The in-house training programs provide specific job-related competencies or
knowledge and/or career and life skills. Examples of program categories include
customer relations, supervision, executive development and civil treatment (Equal
Employment Opportunity).

What is the voluntary educational assistance (“VEA”) program?

This program was initiated to encourage employees to pursue educational
programs outside of work hours that directly or indirectly enhance their
performance on the job. HECO provides 100% reimbursement upon the
successful completion of approved courses taken on the employees’ own time.
The courses must be offered by an accredited school, college, or university, or any
agency or association approved by the Workforce Staffing & Development

Department.

Bus Pass Program

Q.

A
Q.
A

What is the test year estimate for this program?

The test year estimate for this program is $77,000.

How was the test year estimate determined?

The estimate was based on the number of employees participating in the program
and the cost of the bus pass.

Please describe the program.
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' Under the program, employees are encouraged to use public transportation to

commute to work by providing them with a bus pass. This alleviates traffic

congestion, fuel consumption and parking accommodations.

Long Term Care Insurance

Q.
A.

Please describe this benefit.

Effective July 1, 2004, HECO provides merit employees with a basic level of long
term care benefits through an insurance contract. In general the basic level
provides a benefit of $1,000 per month for up to two years towards the cost of
confinement in a long-term care facility. Employees also have the option to
purchase additional coverage at their cost. Upon retirement or other termination
of employment, employees may assume this cost to continue the coverage.

What is HECO’s cost for this benefit?

The annual premium for the basic level of coverage is estimated at $31,000, based

on the current rate which is not anticipated to change for the test year.

Integrated Absence Management Program

Q.
A.

I SR e

Please describe the type of expenses included in this category.

The expenses in this category are related to administration of the Integrated
Absence Management (“IAM”) program, the employee assistance (“EAP”)
program and other wellness activities.

What is the test year estimate for IAM program costs?

The test year estimate is $74,000.

How was the test year estimate for JAM program expenses determined?
This estimate is based on historical costs.

What is the IAM program?

The IAM program was initiated in 2001 to better manage absences. Resources
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from workers’ compensation, the Corporate Health Administrator and benefits are
pooled to provide information on disability benefits and options to employees who
incur an occupational or non-occupational disability. Under the program absences
for occupational and non-occupétional injuries and illnesses and family and
medical leaves are managed with the goal of reducing the company’s absence-
related costs and providing disabled employees with integrated resources to access
available benefits. Employees report daily absences to a centralized call center.
These absences are reported to supervisors and to the Corporate Health
Administrator who monitors employee absences and follows up with individual
employees to address issues such as return to work and temporary work
restrictions. Information is also provided to disabled employees to assist with
claims processing for short and long term disabilities. The IAM group facilitates
the Company’s compliance with the Family and Medical Leave Act (“FMLA”)
and the Americans with Disabilities Act (“ADA”).

What is the EAP program?

The EAP provides employees with access to professional counselors for strictly
confidential personal consultations on work-related, personal or mental health
problems. Assessment for referral for substance abuse problems and resources to
address legal or financial difficulties is also available. Immediate family members
of employees are also eligible for these services.

How does the Company benefit from EAP services?

Supervisors can make EAP referrals for employees about job performance or
workplace behavioral concerns. Group sessions are provided for crisis
intervention when critical events occur in the workplace. These services help

employees to focus on their job and increase productivity by limiting distractions
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and undue emotional or psychological stress.
How does HECO provide EAP services to its employees?

EAP services are provided through a contract with an external organization.

Miscellaneous Other Benefits

Q.
A.

Q.
A.

Please describe the miscellaneous other benefits.

These benefits include costs related to the adoption reimbursement program, child
care referral services, contributions in remembrance of deceased employees and
retirees, cafeteria subsidy and deferred compensation.

What is the test year 2007 estimate for these costs?

The test year estimate is $19,000 which was based on historical costs.

Human Resources Suite Project

Q.
A.

What is the Human Resources (“HR”) Suite Project?

This is a planned computer software development project that involves the
purchase and installation of a human resources suite system. The system will
improve integration and functionality for human resources data and systems,
specifically for benefits, human resources, compensation and disability
management administration. An application was filed with the Commission
(Docket No. 2006-0003) on January 3, 2006, on behalf of HECO, Hawaii Electric
Light Company, Inc. and Maui Electric Company, Limited, (the “Companies™)
requesting approval for the purchase and installation of Project P0001010, Human
Resources Suite System, to defer certain computer software development costs, to
apply an allowance for funds used during construction (“AFUDC”) during the
deferral period, to amortize the deferred costs (including AFUDC) over a twelve-
year period and to include the unamortized deferred costs (including AFUDC) in

rate base. This treatment is consistent with HECO’s accounting policy for
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software development costs, as discussed by Ms. Nanbu in HECO T-10.

What is the status of the application?

The Companies and the Consumer Advocate are currently in discussions for a
possible settlement agreement iﬁ that proceeding. The Consumer Advocate
indicated in its Statement of Position filed on May 26, 2006 that it does not object
to the approval of the application. However, it had several concerns and
recommended several conditions to address those concerns. The settlement
agreement is expected to address those concerns. The application is currently
pending with the Commission.

How will the project be implemented?

The project will be implemented in two phases. Phase 1 will begin following
approval by the Commission and includes the human resources and benefits
functions, followed by Phase 2 which includes functions in areas such as
employee self-service, compensation, leave management administration,
recruitment and training.

When are each of the phases expected to be completed?

At the time the budget was prepared, Phase 1 was expected to be completed and
ready for use in December 2006. Phasel is currently expected to be completed in
November 2007. Phase 2 is expected to be completed in May 2008.

What are total costs of the HR Suite project?

HECO’s portion of total costs for the project for all years by cost type, phase and
stage is in HECO-1218, page 1, and HECO’s 2007 costs are shown on page 2.
2007 costs include amounts to be deferred of $2,358,000 (including $2,044,000
for Phase 1, and $314,000 for Phase 2), amounts to be expensed of $767,000
(8740,000 — not reengineering and $27,000 — reengineering), and $312,000 in
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" capital costs. Please note that these are updated costs since the application was

filed and will be submitted to update the application.

How are the HR Suite costs being included in the 2007 test year estimates?

The capital costs are included as capital expenditures for the year. The expenses
are charged to functional areas to which they relate and are included in account
nos. 920, 921 and 926, as shown in HECO-1219. Phase 1 is now scheduled to be
completed in November 2007, and the deferred costs are being amortized
beginning in December 2007. The deferred costs are being amortized to account
nos. 921, 925 and 926. The unamortized amount as of December 31, 2007 is
included in rate base, as discussed by Ms. Gayle Ohashi, and shown in HECO-
1017. Worksheets for the calculation of the amortized amount including AFUDC
are in HECO-WP-1258.

What are the HR Suite costs included in account no. 926 for the test year?

HR Suite costs are included in account nos. 926000 and 926010. The amount
included in account no. 926000 for the HR Suite project for the test year is $5,000,
which represents the amortization of the deferred costs (including AFUDC).
Since implementation of the project has been delayed and Phase 1 is now
scheduled to be completed in November 2007, the amortization is scheduled to
begin in December, 2007, and the amount of the amortization in the budget was
reduced by $34,000. Labor and non-labor expenses of $739,000 for consulting,
software acquisition and maintenance and training are included in account no.

926010.

Administration

Q. What is included in administration costs?

These costs are related to expenses for administering the retirement plan including
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legal and consulting fees, inter-company charges from HEI for plan administration

support, computer systems and departmental costs.

Q. What is the test year estimate for administrative costs?

A.  The test year estimate is $341,000 which was determined based on prior year
costs.

Variances

Q.  Please explain the major variances in account no. 926000 costs where 2007
budgeted amounts differ from 2005 recorded amounts by 10% or more. '

A. The major variances are explained in HECO-1208.

ACCOUNT NO. 926010-EMPLOYEE BENEFITS-FLEX CREDITS

Q.  What expenses are included in account no. 9260107

A.  This account includes expenses related to the Company’s flexible benefits plan
(“FlexPlan”), which consists of premiums for group medical, dental, vision and
life insurance program and expenses related to administering these programs.

Q. Please breakdown the expenses in account no. 926010 — employee benefits-flex
credits.

A. A breakdown of the expenses by category after adjustments is as follows:

Category Amount
Flex Credits Less Prices ($1,446,000)
Group Medical Plan 8,460,000
Group Dental Plan 1,262,000
Group Vision Plan 199,000
Group Life Insurance Plan 1,238,000
Other/Administration 826,000

Total Non-Labor (HECO-1201), column j, line 15)  $10.539.000
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" How does HECO provide group insurance benefits to its employees?

HECO provides group medical, dental, vision and life insurance benefits to its
employees through a flexible benefits plan called “FlexPlan”.

What is the FlexPlan?

FlexPlan is a flexible benefit or cafeteria plan. The plan is designed to meet the
requirements of Section 125 of the Internal Revenue Code (“IRC”). Under the
provisions of the plan, employees are given an allocation of flex credits each year
by the Company. These flex credits are stated in units of flex “dollars”.
Employees then apply these credits toward the purchase of non-taxable benefits
(health and life insurance) by electing from several available plans, each with a
stated flex price in units of flex “dollars”. To the extent that the employee’s flex
credits exceed the total of flex prices for health and life insurance purchases,
remaining credits can be 1) used to purchase other optional benefits such as
supplemental life insurance, dependent life insurance, and accidental death and
dismemberment insurance (“AD&D”), 2) directed to spending accounts for health
benefits not covered by insurance and/or dependent care expenses, or 3) returned
to the employee. If the total of flex prices for the plans elected by the employee
exceeds flex credits, the difference is withheld from the employee’s pay on a pre-
tax basis. Information provided to employees regarding thé FlexPlan is provided
in HECO-WP-1250.

Why did HECO adopt the FlexPlan?

The plan was adopted in 1989 to provide employees with the flexibility of
choosing benefit levels that meet individual needs while helping the Company to
control future medical plan costs.

How does the FlexPlan help to control future health plan costs?
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Health plan costs are driven by plan provisions, plan utilization and the costs of
services. FlexPlan offers employees an incentive to waive health plan coverage in
return for flex credits that can be used to purchase other benefits. For example,
employees covered by a spouse;s medical plan may elect to waive medical plan
coverage with HECO and use their flex credits to purchase additional life
insurance, dependent life insurance or put the credits into a spending account to
apply towards non-covered medical or child care expenses. This results in lower
utilization of medical plan benefits which results in lower premium rates.'

How is the Company’s total cost for the FlexPlan determined?

The Company’s cost is equal to:

Flex credits less Flex prices plus premiums (for all plans).

Flex Credits Less Prices

Q.
A.

What expenses are included in this category of employee benefit expenses?

This category includes the estimated difference between company-provided flex
credits and flex prices for health and life insurance plans elected by employees.
Why was the budget estimate adjusted?

The budget estimate was updated to reflect 1,548 as the projected average number
of employees for the test year, instead of 1,557.

How was the 2007 test year estimate determined?

The Company provides basic flex credits for health coverage plus additional
credits for life insurance coverage. Basic flex credits amount to $67.54 per 24 pay
periods for each employee. Life insurance credits are equal to the premium to
provide each bargaining unit employee with coverage of one and one-half times
the annual base pay, each merit employee with coverage of two times the annual

salary, and senior management employees with coverage of $50,000.



0 I & B W

e}

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

HECO T-12
DOCKET NO. 2006-0386
PAGE 38 OF 48

~ The budget estimate for flex credits less prices shown in HECO-1209 was

determined as follows:

1)  The basic flex credit amount of $67.54 per employee per pay period was
multiplied by 1,548, which is the estimated average number of covered
employees for the test year and annualized to get $2,509,246 ($67.54 x
1,548 x 24 pay periods). This amount was added to the life insurance credit
amount in (2) below.

2)  The estimated credits for basic group life insurance were based on the
September 1, 2006, average basic life credit per employee of $201 for
bargaining unit employees and $262 for merit employees multiplied by 789
bargaining unit employees and 759 merit employees respectively, and then
added together to get $357,447.

3)  The sum of amounts from (1) and (2) above is $2,866,693 which was

reduced by $4,312,329 total flex prices to get ($1,445,636). The total flex prices

amount was estimated by applying the flex price for each plan to the associated
projected number of employees for the test year based on the percentage of
employees’ elections from the January 1, 2006, enrollment.

How is the level of flex credits and prices determined?

The difference between flex credits and prices is the employee contributions. The

maximum amount of employee contributions towards the health plan is negotiated

between the Company and the IBEW for bargaining unit employees. See Benefits

Agreement at HECO-WP-1253. The same contribution level applies to merit

employees. Flex credits and prices are set such that the difference between the

employer-provided flex basic credits and flex prices for health plan options will

not exceed the maximum employee contributions. Attached as HECO-12101is a
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schedule showing basic flex credits of $67.54 per pay period for each employee
and the prices for medical plan options. As an example, each employee receives
$67.54 in basic flex credits each pay period. The employee elects the PPP
medical plan (family coverage) ata price of $86.49, the vision plan (family
coverage) at a price of $3.00, and the Major Care Dental plan (family coverage at
a price of $6.05. Basic flex credits of $67.54 less flex prices of $95.54
(886.49+$3.00+$6.05) equals $28.00, which is the employee’s contribution as
indicated in the Benefit Agreement for the test year at HECO-WP-1253, page 19.
Employees also receive flex credits for life insurance. Basic credits and life
insurance credits are added together and used towards purchasing all options
under the FlexPlan. The basic flex credits have been at the same level since 1999,
and the basic flex prices for health plan options have been revised annually as the
maximum employee contribution amount increases.

What does the test year estimate of ($1,446,000) indicate?

The negative amount indicates that flex prices of the options elected by employees
for the test year will exceed the flex credits by $1,446,000, which is the estimate

of the amount that will be deducted from employees’ pay for the test year.

Group Medical/Dental/Vision Plans

Q.
A.

What do group medical/dental/vision plan expenses represent?

These expenses represent premiums for medical, dental and vision plans provided
under the FlexPlan. HECO’s test year 2007 estimates for these costs after
adjustments are as follows: (See HECO-1201)

1)  Medical $ 8,460,000

2)  Dental $ 1,262,000

3) Vision § 199,000
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' Medical plans are provided by the Hawaii Medical Service Association

(“HMSA”) and the Kaiser Foundation Health Plan (“Kaiser”). The dental and

vision plans are provided by the Hawaii Dental Service (“HDS”) and the Vision

Service Plan (“VSP”), respectively.

What plan options are included under FlexPlan?

The following health plan options are available under FlexPlan:

1)
2)
3)
4)
5)
6)

HMSA Preferred Provider Plan (“PPP”) with Vision Plan,
HMSA Health Plan Hawaii Plus (“HPH”) with Vision Plan,
Kaiser Permanente Group Plan with Vision Plan,

HDS Major Care Plan,

Waiver of Medical Coverage, and

Waiver of Dental Coverage.

How were the budget estimates adjusted?

The budget estimates were updated to reflect 1,548 as the projected average

number of employees for the test year, instead of 1,557.

How were the budget estimates for medical, dental and vision plan premiums

determined?

The estimate for each plan was determined by using the estimated average number

of employees covered for the test year (1,548), multiplied by the applicable

premium rate for 2007 for each plan. The estimated number of employees

covered in each plan was determined by applying the relative percentages of

employee plan elections for the January 1, 2006, enrollment, to the average

number of employees for the test year. The premium calculation worksheets are

provided in HECO-1211 (medical), HECO-1212 (dental), HECO-1213 (vision).

Premium rates from the insurance companies are provided in HECO-1214



O 00 I O W b W N -

NN NN N N b ek o e e e e e e
LN bRk WD = DO VO 0NN DN WN = o

HECO T-12
DOCKET NO. 2006-0386
PAGE 41 OF 48

(medical), HECO-1215 (dental) and HECO -1216 (vision).

What has HECO done to control Ithe increase in medical plan premiums?

From 2002-2007, HECO’s average increase in rates for medical plans ranged from
1%-5% per year depending upoﬁ the plan. (See HECO-WP-1255). As aresult of
the latest negotiations with the IBEW in 2003, medical plan provisions change
effective January 1, 2005, January 1, 2006, January 1, 2007, and January 1, 2008.
These changes will require increased out-of-pocket contributions by employees
and result in reductions in premium rates. Medical plan rates effective January 1,
2007, are lower with these plan changes than they would have been without the

changes.

Group Life Insurance

Q.
A.

What expenses are included in this category of employee benefit expenses?

This category includes premiums for group life (basic and supplemental
coverage), dependent life and accidental death & dismemberment insurance
coverages as elected by employees under the FlexPlan.

What is the Company’s test year 2007 estimate for group life insurance expenses
after adjustments?

The test year estimate for group life insurance premiums after adjustments is
$1,238,000.

Why were the budget estimates adjusted?

The budget estimates were updated to reflect 1,548 as the projected average
number of employees for the test year, instead of 1,557.

How was the test year estimate calculated?

Since group life insurance coverage is a multiple of employees’ annual base pay,

we used the average annual salaries/wages as of September 1, 2006, multiplied by
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“one and one-half for bargaining unit employees and two for merit employees to

get the basic coverage which was then multiplied by the projected number of
bargaining unit and merit employees and the annual premium rate effective
January 1, 2007. Supplemental life, dependent life and accidental death &
dismemberment premiums were estimated using employee elections as of January
1, 2006, assuming that the elections by employees in the test year would remain
the same on a pro-rated basis. Premium rates for 2007 did not change from rates

in effect for 2006. The test year estimate is calculated in HECO-1217.

Q. Why were group life insurance premiums for the test year calculated using wages
and salaries as of September 1, 2006?

A.  Group life insurance premiums for employees covered under the FlexPlan on
January 1, 2007, will be based on wages and salaries as October 1, 2006. Wages
and salaries as of September 1, 2006, were the latest available when estimates for
the rate case were finalized.

Other/Administration

Q.  What expenses are included in this category?

A.  This category includes expenses of $826,000 related to FlexPlan including
computer systems related and other administrative expenses, other group
insurance premiums and expenses related to the HR Suite Project.

Q.  What amounts are included in account no. 926010 in the test year for the HR Suite
project?

A.  Project costs included in account no. 926010 for the test year are $511,000. These
expenses are attributable to consulting, software acquisition and maintenance and
training. The HR Suite Project was described earlier in this testimony.

Variances
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Please explain the major variances in account no. 926010 where 2007 budget
amounts differ from 2005 recorded amounts by 10% or more.

The major variances are explained in HECO-1208.

WAGE AND SALARY INCREASES

Bargaining Unit Wage Increase

Q.

How were wage increases determined for bargaining unit positions for the test
year?

Wage increases for bargaining unit positions are negotiated between the Company
and the union. The current labor agreement expires on October 31, 2007. For
purposes of the 2007 budget and the test year estimate, wages for bargaining unit
positions were increased by 3.5% effective November 1, 2007. The percentage
increase is reasonable based on industry experience and company position within

its competitve market.

Merit Compensation Program

Q.
A.

How was the 2007 salary increase budget determined for merit positions?

The salary budget for merit positions is based on an assessment of HECO’s
competitive market, identification of HECO’s position within this competitive
market, market trends regarding future salary increases and an evaluation of
internal “compression” with bargaining unit pay levels.

How were merit salaries increased for the test year?

To estimate salaries for the test year, salaries as of April 30, 2007, were increased
by 3.5% effective May 1, 2007, plus .25% effective September 1, 2007. Note,
however, that individual salary increases within the approved budget are granted
to employees based on performance, current salary position relative to peers, and

current salary relative to comparable industry positions.
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'How does HECO’s budget of salary increase compare with the salary increase

plans at other companies?

While it is not possible to precisely forecast 2007 salary increase amounts
industry-wide due to the normal compensation survey timing and data delays, the
3.5% merit increase budget is in line with survey data currently available for 2007
projected salary increases. HECO uses survey data reflecting anticipated merit
budget movements. Examples of survey data used are provided at HECO-WP-
1256. In addition, the continuing increase in overall economic activity and low
unemployment in Hawaii provide strong indications that 2007 industry-wide
salary increases will at least match the 2006 salary increases.

Who is HECO’s competitive market?

HECO’s competitive market includes mainland utilities, Pearl Harbor,
engineering firms and other large diversified local companies.

How is HECO positioned within its competitive market?

HECO?’s pay is above average, but below the targeted market position within the
general utility industry. In some instances, particularly where HECO competes
for very specialized skills or skills that are in high demand, the Company has been
unable to hire its first or second choice candidates resulting in lengthy vacancies
impacting business operations.

Are HECO’s pay levels reasonable when compared to the pay levels of similar
positions of other local employers?

Yes. HECO’s overall base pay reflects the unique nature of working for a
regulated utility that provides services to nearly every resident on the island of
Oahu. HECO’s merit pay levels reflect the highly technical nature of the required

engineering, operations and support positions and place a premium on hiring and
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retaining the best talent available.

What are other forms of compensation?

Many companies are shifting more of their compensation increases into “at risk”
programs whereby base salaries are increased at a conservative rate, while
enabling employees to earn additional variable (“at risk””) compensation
depending on individual or business performance. This serves to restrain base
salary increases and the associated benefits and tax-related costs, while providing
employees an opportunity to maintain or increase their “total” combensation (base
plus variable). HECO will be reviewing the compensation structure to consider

new programs for merit employees subsequent to the test year.

Executive Compensation

Q.
A.

Does HECO have a different form of compensation for its executives?

Yes. On one hand, HECO’s executive compensation is managed similarly to the
non-executive merit employees, with salary ranges pegged to market salaries in
the general utility industry. In addition, however, HECO has an Executive
Incentive Compensation Plan (“EICP”) and a Long-Term Incentive Plan
(“LTIP”) which places a portion of the executives’ compensation “at risk”.
Describe the “at risk” component of HECO’s executive compensation program.
Generally, 20%-50% of the executive’s total compensation is dependent upon
successful performance as determined through its EICP and LTIP. If certain
objectives are not met, the executive does not receive his or her full competitive
level of cash compensation.

Has the cost with respect to this component of executive compensation been
included in the test year?

No. While HECO’s position is that EICP and LTIP costs are necessary business
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“expenses that provide our executives with a competitive level of compensation,

the Company has elected to limit the issues in this proceeding by excluding these
costs from its test year revenue requirements. The Company reserves the right,
however, to propose inclusion of such compensation in its revenue requirements

in future rate cases.

HO’OKINA AWARDS PROGRAM

What amount is included in the test year for the Ho’okina awards program?
$216,000 is included in various RA’s for this program. See HECO-1220.

Please describe the program.

The Ho’okina Awards Program was implemented in 2001 and is administered by
the Industrial Relations Department. The program’s objectives are to reward
individual contributions and workplace behavior that support HECO’s business
objectives, and to promote corporate citizenship. Under this program, employees
are eligible to receive cash awards upon meeting certain criteria related to
behavior, safety, customer service and community service provided the
Company’s financial earnings goals are met. Information related to the program
is provided in HECO-WP-1257.

What amounts have been paid out to employees from this program?

Ho’okina awards for a year are approved by the Compensation Committee of the
Board of Directors. Ho’okina awards are accrued during the year it is earned and
are paid out in the following year. Payouts attributable to each year are as
follows:

2001 $229,050

2002 $254,925

2003 $130,800
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2004 $129,200
2005 $ 0
2006 $ 0
During 2005, HECO accrued Hd’okina expenses of $146,600, however, when the
Compensation Committee did not approve the 2005 awards in 2006, the amounts
accrued during 2005 were reversed.
What is the reason for the zero payouts for 2005 and 2006?
Financial thresholds were not met in 2005 and the program was temporarily
suspended in 2006 resulting from efforts to manage expenses. The program
benefits ratepayers by encouraging greater participation by employees in
community service activities such as education on energy conservation, greater
productivity in the workplace and a commitment to working safely, customer
service and adhering to company policies and standards of business conduct.
HECQO’s intent is to continue the program.
How was the estimate for the test year 2007 developed?
It was estimated that awards would equal $288,000 for 100% of employees
qualifying. The estimate for the test year was based on 75% participation, or
$216,000.

SUMMARY
Please summarize HECO’s 2007 test year expense for employee benefits.
HECO’s 2007 test year estimates for employee benefits charged to O&M is
$27,600,000, which include expenses for providing employee benefits to active
employees and retirees. Benefits include pensions, other postretirement benefits,
long-term disability, health plans, life insurance plans, and other miscellaneous

benefits. Benefits are negotiated with the IBEW for bargaining unit employees.
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' Merit employees generally receive the same level of benefits but with differences

in retirement benefits, group life insurance and long term care. Costs are driven
by three major items — pension benefits, other postretirement benefits, and
medical premiums. Pension and postretirement benefits expenses were calculated
by HECQ’s actuary using reasonable assumptions in accordance with the
provisions of SFAS 87 and SFAS 106, which have been accepted by the
Commission for ratemaking purposes in prior rate cases. Pension and
postretirement benefit expenses have varied in the past due largely to varying
actual investment returns and changes in assumptions. HECO has consistently
negotiated revisions to medical plans to manage company costs. Estimates for
other benefits have been made using reasonable assumptions and the most recent
data available at the time the estimates were developed.

Why is HECO’s total compensation package a necessary business expense?
HECQ’s mission is to provide reliable electrical service to its customers. While
HECQ’s power plants and equipment are necessary assets, the mission cannot be
accomplished without HECO’s employees. Employee benefits and wages are
essential to HECO?’s ability to attract and retain a highly qualified workforce.
Retention of such a workforce is critical to HECO’s ability to fulfill its mission.
Wages and benefits are negotiated with the union and management has been
successful in negotiating changes that help to manage costs. Merit increases are in
line with the market.

Does this conclude your testimony?

Yes, it does.
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EDUCATIONAL BACKGROUND AND EXPERIENCE

Business Address:

Current Position:

Prior Positions:

Professional
Registration:

Years of Service:

Previous Testimony:

Hawaiian Electric Company, Inc.
220 South King Street
Honolulu, Hawaii 96813

Manager, Compensation & Benefits

1970 — 1989
Manager, Employee Benefits |
Administrator, Employee Benefits
Secretary, Employee Benefits
Dillingham Construction Corporation
Pleasanton, CA
Dillingham Corporation
Honolulu, HI

Certified Employee Benefits Specialist

CEBS, The Wharton School, University of
Pennsylvania.

Fellow, International Society of Certified Employee
Benefits Specialist.
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Docket Nos. 7243 and 7233 (Consolidated) -
Postretirement Benefits Other Than
Pensions-Costs related to these benefits and
efforts to control these costs.

Docket Nos. 7700, 7766, 04-0113 — HECO;

A&G Expenses-Employee Benefits.

Docket Nos. 96-0040, 97-0346, —- MECO; A&G
Expenses-Employee Benefits.

Docket Nos. 94-0140, 99-0207, 05-0315 — HELCO;

A&G Expenses-Employee Benefits.



HAWAIIAN ELECTRIC COMPANY, INC.

ADMINISTRATIVE AND GENERAL EXPENSES - Employee Benefits

($1000s)
(a) (b) (c) (d) (e) 0] (9) (h) 0] ()]
Recorded Budget Normali- TY Est.
Line Account Description 2001 2002 2003 2004 2005 2006 2007 Adj zations 2007

926000 Employee Pensions and Benefits
1 Qualified Pension Plan -20,465  -15,655 5,894 -1,547 4,588 14,133 17,802 227 1 18,029
2 Non-Qualified Pension Plans 206 229 355 474 336 413 340 -340 2 0
3 Other Postretirement Benefits 3,409 5,565 8,208 7,535 8,336 8,499 8,170 -705 2 7,465
4  Long-Term Disability Benefits 262 300 498 509 532 564 517 -3 514
5  Other Benefits/Administration 214 -190 -252 -128 160 298 431 364 2 -19 3 776
6  Subtotals: Non-Labor -16,374 -9,751 14,703 6,843 13,952 23,907 27,260 -457 -19 26,784
7 Labor 435 363 496 555 580 499 604 0 604
8  Total 926000 -15,939 -9,388 15,199 7,398 14,532 24,406 27,864 -457 -19 27,388

926010 Employee Benefits-Flex Credits
9 Flex Credits Less Prices -612 -670 -744 -829 -841 -1,409 -1,453 7 -1,446
10 Group Medical Plan 5,245 6,245 6,097 7,005 7,543 7,867 8,511 -511 8,460
11 Group Dental Plan 919 941 957 977 1,124 1,262 1,269 -7 1,262
12 Group Vision Plan 200 198 192 192 170 193 200 -1 199
13  Group Life Insurance Plan 615 636 389 693 824 1,284 1,244 -6 1,238
14  Other/Administration 253 133 87 135 192 468 630 196 * 826
15 Subtotals: Non-Labor 6,620 7,483 6,978 8,173 9,012 9,665 10,401 138 0 10,539
16 Labor 58 67 66 71 69 289 283 -103 * 180
17 Total 926010 6,678 7,550 7,044 8,244 9,081 9,954 10,684 35 0 10,719
18 926020 Employee Benefits Transfer 2,511 697 -6,543 -4,446 -6,783 -9,875 -10,636 165 -10,471
19 Grand Total Charged to O&M -6,750 -1,141 15,700 11,196 16,830 24,485 27,912 -257 -19 27,636

' Updated estimates
2 Deleted to limit issues

* Normalized consulting costs for negotiations

Line 3: 119 Other postretirement benefits updated for 1,462 employees

Line 5:

Line 14:

Line 16:

Source:

-824 Executive life deleted to limit issues
-34 HR Suite amortization update

602 Executive life deleted to limit issues

-27 401(k) administration deleted to limit issues
-177 HEI EICP, 401(k) administration, other non-recurring costs deleted to limit issues
HR Suite update:

-55 Reduced software maintenance due to project delay

179 Increased consulting, training, additional software

72 Increased software on-cost

HR Suite update

Cols a-g, Lines 6-8, 15-18 - HECO-WP-101(D), pgs 465-475
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2006 NPPC - Components

5.75% Discount Rate
9.0% Asset Return Assumption

[Pension | 2006 NPPC

,HECO

Service Cost 18,813,780
Interest Cost 35,149,890
Exp Asset Retumn (47,183,807)
Amort of Tr Oblig Q
Amort of Pr Svc Cost (478,860)
Amort of (Gain)/Loss 7,935,663
Total 14,236,666

INFORMATION FOR COMPANIES OTHER THAN HECO DELETED

09/12/2006 3:51 PM J:\Hei\DB\HEI\VO6\WKSH\VALO06.xls 2006_Exh Watson Wyatt Worldwide



2007 Estimated NPPC - Components

[Pension ‘ | 2007 Estimated NPPC

11/01/2006 6:59 PM

HECO

6.0% Discount Rate, 8.5% Asset Return Assumption

Service Cost 18,168,000
Interest Cost 37,139,000
Exp Asset Return (44,347,000)
Amort of Tr Oblig 0
Amort of Pr Svec Cost (456,000)
Amort of (Gain)/Loss 7,525,000
Total 18,029,000

HECO-1202
DOCKET NO. 2006-0386
PAGE 2 OF 2

INFORMATION ON COMPANIES OTHER THAN HECO HAS BEEN DELETED

J\Hei\DB\HEI\V06\WK SH\Projection 2007-10 ROR8.5-HECO45.xls 2007_Exh Watson Wyatt Worldwide



Line

WN -

[e )04, }

Qualified Plan
Non-Qualified Plans 2
Total

OPEB - FAS 106
OPEB - Reg Asset Amort '
Total

OPEB - Executive Life Only *

Assumptions:
Discount Rate
Asset Return Rate
Medical Trend
Dental Trend
Vision Trend

Actual Returns for Valuation
Market Related Value Return
Market Value Return

Contrib.To Pension Trust
Contrib.To OPEB Trusts

' Regulatory asset amortization began in January 1995

Hawaiian Electric Company, Inc.

Pension & OPEB Costs
1987-2007
(@) (b) (c) (d) (e) ( (9) (h) (i) 1)}
1987 1988 1989 1990 1991 1992 1993 1994 1995 1996
Actual Actual Actual Actual Actual Actual Actual Actual Actual Actual
9,216,777 8,307,882 9,007,061 9,739,662 10,617,695 11,382,007 10,939,516 10,924,690 6,408,000 8,380,584
145,541 334,671 198,260 294,658 175,451 103,410 184,174 243,032 299,652 369,814
9,362,318 8,642,553 9,205,321 10,034,320 10,793,146 11,485/417 11,123,690 11,167,722 6,707,652 8,750,398
NA NA NA NA NA NA NA NA 15,724,612 14,935,627
2,751,001 1,301,839
NA NA NA NA NA NA NA NA 18,475,613 16,237,466
NA NA NA NA NA NA NA NA 609,327 657,180
7.50% 8.00% 8.50% 8.50% 8.50% 8.50% 8.50% 7.00% 8.00% 7.00%
7.50% 8.00% 8.00% 8.00% 8.00% 8.00% 8.00% 8.00% 9.00% 9.00%
NA NA NA NA NA NA NA NA 7.50% 6.50%
NA NA NA NA NA NA NA NA 6.00% 5.00%
NA NA NA NA NA NA NA NA 5.90% 4.00%
13.15% 0.58% 9.35% 0.78% 13.48% 23.51% 11.62% 11.27% 8.96% 11.27%
3.17% 4.34% 6.32% 3.42% 8.81% 12.06% 27.58% 10.49% 7.60% 13.06%
0.55% 6.89% 22.00% -1.67% 25.93% 4.20% 16.16% 2.77% 26.47% 13.92%
8,736,278 8,307,882 9,007,061 9,739,662 10,617,695 11,382,007 10,939,516 10,924,690 9,058,124 6,971,824 -
NA NA NA NA NA NA NA NA 14,270,149 15,580,286

2 Non-qualified plan expenses removed from test year estimate
2 Executive Life expenses removed from test year estimate

¢ 40 1 d49Vd
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Hawaiian Electric Company, Inc.
Pension & OPEB Costs

1987-2007
(k) U] (m) (n) (0) (p) (@ () (s) ® (u)
1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Line Actual Actual Actual Actual Actual Actual Actual Actual Actual Actual TY Est.
1 Qualified Plan 7,117,179 1,870,595 (1,073,259) (19,322,692) (20,465,117) (15,655,436) 5,894,495 (1,546,921) 4,587,662 14,236,666 18,029,000
2 Non-Qualified Plans 2 607,686 357,662 319,919 296,534 206,237 228,915 354,937 474,310 335,962 333,313 340,000
3 Total 7,724,865 2,228,257 (753,340) (19,026,158) (20,258,880) (15,426,521) 6,249,432 (1,072,611) 4,923,624 14,569,979 18,369,000
4 OPEB-FAS 106 14,393,350 9,284,785 3,574,126 1,761,196 2,106,966 4,262,731 6,905,766 6,233,487 7,033,687 6,620,307 7,395,000
5 OPEB - Reg Asset Amort ' 1,301,839 1,301,839 1,301,839 1,301,839 1,301,839 1,301,839 1,301,839 1,301,839 1,301,839 1,301,839 1,301,839
6 Total 15,695,189 10,586,624 4,875,965 3,063,035 3,408,805 5,564,570 8,207,605 7,535,326 8,335,526 7,922,146 8,696,839
7  OPEB - Executive Life Only * 671,152 540,422 518,685 458,422 551,450 637,414 844,050 855,395 900,225 862,439 824,000
Assumptions:
Discount Rate 7.00% 7.00% 6.50% 7.75% 7.50% 7.25% 6.75% 6.25% 6.00% 5.75% 6.00%
Asset Return Rate 9.00% 10.00% 10.00% 10.00% 10.00% 10.00% 9.00% 9.00% 9.00% 9.00% 8.50%
Medical Trend 6.50% 5.50% 5.00% 6.25% 6.00% 10%-4.75% 9.25%-4.25% 10%-4.25% 10%-5% 10%-5% 10%-5%
Dental Trend 5.00% 4.00% 3.50% 4.75% 4.50% 4.75% 4.25% 4.25% 5.00% 5.00% 5.00%
Vision Trend 4.00% 3.50% 3.00% 4.25% 4.00% 3.75% 3.25% 3.25% 4.00% 4.00% 4.00%
Actual Returns for Valuation 13.49% 15.03% 25.19% 15.03% 13.45% -14.69% 2.29% 8.67% 8.68%  Available
Market Related Value Return 14.09% 15.23% 28.31% 11.85% 5.04% -14.52% 22.89% 2.58% 0.69% in
Market Value Return 15.23% 16.38% 30.10% -3.32% -10.26% -13.90% 23.30% 10.13% 7.38% June, 2007
8  Contrib.To Pension Trust 5,876,355 2,206,034 0 0 0 0 13,394,248 15,186,494 6,000,000 0 0
9  Contrib.To OPEB Trusts 15,024,037 10,046,203 4,357,280 2,604,613 2,857,355 4,927,156 7,363,555 6,679,931 7,435,301 7,059,707 7,872,839
' Regulatory asset amortization began in January 1995 o g T
*Non-qualified plan expenses removed from test year estimate > O
*Executive Life expenses removed from test year estimate grj) Q 8
E
S
=z 3
N O
(o)
o
(=)
A
(=)
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Pension Plans

All regular employees (including the Named Executive Officers) are covered by noncontributory,
qualified defined benefit pension plans. The plans provide retirement benefits at normal retirement
(age 65), reduced early retirement benefits and déath benefits. The Named Executive Officers except _
Ms. Lau participate in the Retirement Plan for Employees of HEI and Participating Subsidiaries (“HEI
Plan”). Ms. Lau participated in the HEI Plan while employed by HECO and HEI and is currently a
participant in the American Savings Bank Retirement Plan (“ASB Plan”). Mr. Clarke and Mr. May also
participate in the HEI Supplemental Executive Retirement Plan (“HEI SERP”) and Ms, Lau also **
participates in the ASB Supplemental Retirerhent, Disability, and Death Benefit Plan (“ASB SERP”)
(see pages 27 and 28), ~ -°° o . ’

In December 2005 Mr, Yeaman was added as a participant to. the HEI SERP effective April 1,
2006 or such later date when. the plan is formally amended to comply with the requirements of IRC
Section409A. N T G /, . . . =y .

" Some of the Named Execiitive Officers are affected by Internal Revenue Code (“IRC”) limitations
on qualified plan benefits. They. are, therefore, also covered under the HEI Excess Benefit Plan
(“Excess Plan”) and the HEI Excess Pay Supplemental Executive Retirement Plan (“Excess Pay
SERP”), which are nosicontribitory, nonqualified plans,: © - - . .- Lo CE
i P L AN T I Y S S e . PR .

The following table shows estimated annual pension benefits payable at retirement under the HEI
Plan, Excess Plan and Excess Pay SERP based on base salary that is covered under the three plans and
years of service with the Company and other particjpating subsidiaries. ‘

:

" 'PENSION PLAN TABLE -
P e N ' o e o Years of Service

Remiferation o TE o T I 20 28 30 35

$250,000 ;.. .t ... ..., Weessrti 255007 51,000 76,500 102,000 127,500 153,000, 167,500
300,000 ............ Ceeeeaeaaa.... 30,600 61,200 91,800 122,400 153,000 183,600 201,000
350,000 ..........iiinnnnn... +++- 35700 71,400 107,100 142,800, 178,500 214,200 234,500
400,000 ......................L ... 40,800 81,600 122,400 163,200, 204,000’ 244,800 268,000
450000 ... 45,900 91,800 137,700 183,600. 229,500 275,400 301,500
500,000 ..., 51,000 102,000 153,000 204,000 255,000 306,000 335,000
550,000 ...t 56,100 112,200" 168,300 224,400 280,500 336,600 368,500
600,000 ....... ...t 61,200 122,400 183,600 244,800 306,000 367,200 402,000
650,000 .,.......... i, - 66,300.132,600 198,900 265,200 331,500 397,800 435,500
700000 .. .............. e, -+ 71,400 142,800 214,200 285,600-357,000 428,400 469,000
750000 ... ... 76,500 153,000 229,500 306,000 382,500 459,000 502,500
800,000 ...t i 81,600 163,200 244,800 326,400 408,000 489,600 536,000

The HEI Plan provides a monthly retirement pension for life. Benefits are determined by
multiplying years of credited service and 2.04% (not to exceed 67%) times the participant’s Final
Average Cozﬁpensaﬁoi: (a\'igf:‘rzige base salary as shown for the Named Executive Officers in the
Summary Compensation Table for any consecutive 36 months out of the last 10 years that produces the
highest monthly average) without any offset for social security. As of December 31, 2008, the Named
Executive Officers had the following number of years of credited service under the HEI Plan:

Mr. Clarke, 18 years; Mr. May, 13 years; Ms. Lau, 15 years; Mr. Yeaman, 3 years; and Ms. Wong,
15 years. o '
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Benefits under the ASB Plan are determined by multiplying years of creditéd service (not to-v:. .-
exceed 35 years) and 1.5% times the participant’s. Final' Average Compensation (average compensation
as shown for Ms. Lau in the Summary Compensation Table for the highest five of the last ten years of

f December 31,2005, Ms. Lan Kad six yéars”

B .

credited service) without any offset for social security. As o
of credited service under the ASB Plan..»;; - e g
Section 415 of the IRC limiis the Tetifemexit benefit th
retiremént plans such’as'the HEI Plan and ASB Plan. “Tg limit 1 s $170, 0d for”"
 2006) per year at age 65. The Compaiiy adopted the Excéss Plan to provide Benefits that canriot be
paid from the qualified plans due to this maximum limit, based on the same formula as the qualified

h SR AL TR L )
participant tan feceive fiom qulified
it for 2005 was $170,000 ($175,000 for*"

plans.. SRR LS I S A I F DAY TR L TR L L T
PRy 1401 3 1 PR L DN R Y R SN SR T ) th = Blef dud: Ufmal:.iﬁ-ea
IRC Section, 401(a)(17) lixiits 2 participant’s compensation that can be recognize -under qualified.

retiremeént plans. The limit on the maximurm compensation fqr 2005 under mC§wu9nl401(a)(l7) ‘was.

52104000 ($220,000 for 2008). Th Corigany adopiéd the Esces Pay SERP to prpid beneti far

cannot be paid frofi the qualified plans dug fq the maximim compensation i undey IRC
Section 401(2)(17), based on e same formuly a8 the Gualified plany, "\ 1 ST
The Company also maintains two' suppleméntal executive rétiremerit plans (“HEI SERP" and

“ASB SERP") for certain éxecutive officers. Mr. Clarke and Mr. May participate in. the HEI SERP and
Ms. Lau participates in the ASB SERP. Mz Yeaman will participate in the HELSERP effective the
later of April 1, 2006.or the date the plan'is'amiended for IRC Seétion'409A. Bénefits tiider the HEI
SERP and'ASR SERP are in“addition to qualified retirément benefits Payable froin the HEY Plan, the
ASB Plan and Social Security, = - S e HESETES NUCENDR

~ Under the HEEF:SERP, the: executive is. eligible to receive; at' age 60, a_benefit of up to: 60% -
(depending on years of credited service) of the parti¢ipant’§. average compensation, which includes
amounts received under the annual EICPgﬁtiehlshwthrewutosthe Jast five years of sérvice, The
benefit payable ubder the HEI SERP is réduced by, the parficipan?s prirtaty Social Security benefit
and the, benefit payable from the HEI Plan, biy in no event js it less than the benefit that would be.
payable under the HEI Plan before, any IRC Sectigns 415 and 401(a)(17) reductions, The HE] SERP.

provides for reduced carly retirement bénefit at age 50, wiih 19 Years of service or age 5§ with five.
years of service, and survivor benefits in the form of an annuity in the event of the participant’s death
after becoming eligible for; early retirement; Based on, Mt. Clarke’s apniounced retirement date of

May 31, 2006, the overall total retirement benefits payable to Mr. Clarke in the form of a straight life
annuity at age 63 is $603,011, based on his current compensation level ($92,608 from the HET Plan,
$510,403 from the HEI SERP, and no amount owing from the Excess-Pay SERP or the Excéss Plan).
The overall benefits payable to Mr; May.in the form of a straight life annuity projected td'age 65 is -
$288,226, based on his current compensation level ($86,137 from the HEI Plan, $65,288 attributed to
the HEI SERP, $136,801 calculated.under the Excess Pay SERP and no amount owing from the Excess
Plan). S S B .

Sasty ot
: et

PPRLS

ate L.t bl

The ASB SERP provides a benefit at age 65 of up to 60% (depending upon years of service) of
the participant’s average compensation (including 50% of the amounts received under the ‘annual
EICP) in the highest five consecutive years out of the last ter years of service, reduced by the
participant’s primary Social Security benefit and the benefit payable from the, ASB and HEI Plans, but
in no event is it less than the benefit that would be payable under the ASB Plan before any IRC
Sections 415 and 401(a)(17) reductions. The ASB SERP ‘also provides for, termination and survivor
benefits in certain circumstances. The overall total rétirement benefits payable to Ms. Lau in the form
of a straight life annuity projected to age 65 is $530,573; based on her current compensation level
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(854,600 from the ASB Plan, $64,974 from the HEI Plan, $410,999 calculated under the HEI Excess
Pay SERP and N amounts owing under the Excess Plan or the ASB SERP)

1



2006 NPBC - Components

5.75% Discount Rate

9.0% Asset Return Assumption
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[OPEB | 2006 Net Periodic Postretirement Benefit Cost
Total Exec Life ONLY

HECO HECO

Service Cost 3,498,553 83,093
Interest Cost 7,298,164 436,201
Exp Asset Return (6,745,567) 0
Amort of Tr Oblig 2,400,379 343,145
Amort of Pr Svc Cost 0 0
Amort of (Gain)/Loss 168,778 0
Total 6,620,307 862,439

INFORMATION FOR COMPANIES OTHER THAN HECO DELETED

09/12/2006 12:52 PM

J:\He\HWWTILSWO06\Wksht\H061061.xs 2006_Exh (2)

Watson Wyatt Worldwide
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2007 Estimated NPBC - Components
[OPEB | 2007 Estimated NPBC
Total Exec Life ONLY
HECO ' HECO
6.0% Discount Rate, 8.5% Asset Return Assumption
Service Cost 3,430,000 47,000
Interest Cost 7,827,000 434,000
Exp Asset Return (6,644,000) 0
Amort of Tr Oblig 2,400,000 343,000
Amort of Pr Svc Cost 0 0
Amort of (Gain)/Loss 382,000 0
Total 7,395,000 824,000

INFORMATION ON COMPANIES OTHER THAN HECO HAS BEEN DELETED

11/01/2006 7:03 PM J\Hei\HW\UT ILSWO6\Wksht\H06106_4yrPr_8.5.xs 2007_Exh Watson Wyatt Worldwide
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Hawaiian Electric Co., Inc.

CALCULATION OF LONG TERM DISABILITY

2007
MERIT BU
Average Salary for  January 2007 Enroliment 76,598 59,872
X 1.0000
76,598
Salary/Wage Adjustment (see note) X 1.0000 X 1.0000
76,598 59,872
Projected No. of Merit and BU Employees X 759 X 789
Projected Compensation for 2007 58,137,882 47,239,008
2007 Premium rate BU $0.37
per $100 Compensation MERIT $0.48 X $0.0048 X $0.0037
$279,061.83 $174,784
ASA admin fee plus banking fees
Annual Premium
Plus Claims (incurred as of 06/30/06 & annualized)
2007 Forecast
780 PHE NE NPFZ2Z2Z2Z 509
No. of Merit Employees 49%
No. of BU Employees 51%

HECO02007_1548_RateCase.Oct06.xIs[LTD]
10/13/2006

+

TOTAL

453,846

5,600

459,446

55,200

514,646

514,646



HECO-1207
DOCKET NO. 2006-0386
PAGE10F 1

AON

Employee Benefits Consulting

Lorraine P. Nakasons

Consultant

‘ Direct Line (308) 5404357
E-mait forraime _nakasons(@aan com

“August 29, 2006

Mr. John Panosh

Account Executive

MetLife .
4380 SW Macadam Avenue, Suite 200
Portland, OR 97201

RE: HAWAIIAN ELECTRIC INDUSTRIES - PROPOSAL ACCEPTANCE FOR 2007
Dear John:

We are pleased to inform you of Hawaiian Electric Industries, Inc.’s decision to accept MetLife’s proposal,
which would essentially break open HEI’s existing 2-year agreement. HEI has agreed to accept MetLife’s
proposal of an overall -6.0% decrease, effective January 1, 2007, guaranteed for two years. The accepted
rates are as follows:

Non-Bargaining Employees: $.48 per $100 of covered wages
Bargaining Employees: $.37 per $100 of covered wages

The next scheduled renewal as January 1, 2009,

Additionally, please advise what is needed to begin tracking the experience (premiums and claims)
separately between the Non-Bargaining and Bargaining employees. This information will help ensure rates
applied to each group is appropriate based on each group’s specific experience. While we understand both
employee groups are combined for total case underwriting, future renewal rates for each group should be
weighted based on cach group’s experience.

We appreciate the steps MetLife has taken in evaluating and modifying rating components for a more
appropriate and fair rate position that is beneficial to our mutual client.

Please feel free to contact me should you have any questions.

Lorraine P. Nakasone L' AUG 3 02006 -

Sincerely, ‘ rp‘ Ty

e

Consultant

By ————————
cc: Debi Rodriquez/MetLife
~Myra O’Brien, Julie Price and Phyllis Hanta/ HEI
Malcolm Tajiri/Aon Consulting

Aon Consulting, Inc.
PO. Box 201 Honolulu, Hawaii 96810
tel: 808.533.4900 « fax: 808.540.4310 » www.20n.com



HAWAIIAN ELECTRIC COMPANY, INC.

ADMINISTRATIVE AND GENERAL EXPENSES
Employee Benefits
Increase/Decrease by Activity equal to or greater than $200,000 and 10%

Exp. (a) (b) (c) (d)
Line Code 2005 Recorded 2007 Budget Inc/-Dec % Inc/Dec Explanation

926000 Employee Pensions and Benefits
1 Act 779 Administer Retirement Programs 509 11,957,311 25,418,000 13,460,689 113 Increase in pension plan expenses
based on SFAS 87 due to change in asset return
assumption and amortization of gain/loss. See HECO T-12

2 Act 780 Adm Benefit Plans, Policies & Procedures 501 -166,431 87,961 254,392 -153 2005 includes employee-paid premiums for long term
Other Than Flex and Retirement care insurance of -$232,144, with total premium
recorded in expense code 509.
Increases in wellness expenses.

3 509 284,585 -108,201 -392,786 -138 2005 includes total premiums for long term care
insurance of $267,658, while 2007 amount of $31,200 is
net of employee-paid premiums.

Increase in LTD premiums and fees offset by
decrease in executive life expenses and
business travel accident premiums (paid in 2005 for

two year period).
926010 Employee Benefits - Flex Credits
4 Act 778 Administer Flexible Benefits Program 509 9,671,233 11,423,201 1,751,968 18 Premium increase for group insurance benefits
5 900 -849,778 -1,452,979 -603,201 71 Increase in employee contributions
6 PFB778PHENEP0001010501 501 0 249,136 249,136 New HR Suite project costs

' Expense Code
501 Outside Services - General
509 Outside Services - Specific Use
900 Financial Statement Items

140 TdDOVd

98£0-900C "ON 1L00d

80C1-00dH
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Hawaiian Electric Co., Inc.
Projected FlexPlan & Premium Expense

2007
Enroliment
as of Emp
CREDITS PRICES Jan-06 No. Amount CR - PR
Basic 2,509,246 '
Life 357,447 ,
Total 2,866,693
| 778 PHE NE PNFZzzzz 900]
PPP Single 9.0% 139.3 226,268
S. Parent 2.2% 34.1 59,326
Couple 8.0% 123.8 239,063
Family 20.9% 323.5 671,508
HPH Plus Single 11.3% 174.9 284,094
S. Parent 3.5% 54.2 94,295
Couple 6.6% 102.2 197,352
Family 19.6% 303.4 629,786 !
SUBTOTAL HMSA 2,401,692
Kaiser Single 3.8% 58.8 95,510
S. Parent 0.5% 7.7 13,396
Couple 3.0% 46.4 89,600
Family 5.5% 85.1 176,647
375,153
Vision Single 24.1% 3731 24,625
Couple 17.6% 2724 19,613
Family 52.2% 808.1 58,183
: 102,421 2,879,266 |778 PHE NE NPFzz222 900 |
Major Care Single 23.9% 370.0 36,497
Couple 18.9% 292.6 35,674
Family 54.3% 840.6 122,055
SUBTOTAL DENTAL 194,226 [778 PHE NE NPFzZz22Z 900 |
Basic Life 460,350
Supplemental Life 575,479
SUBTOTAL LIFE INSURANCE 1,035,829 |778 PHE NE NPFZ2222 900 |
Dependent Life 51,182 |778 PHE NE NPFZz2ZZ 900 |
AD&D 151,826 |778 PHE NE NPFZzZ2Z 900 |
Total Prices 4,312,329 (1,445,636)

HECO02007_1548_RateCase.Oct06.xis[Projected Flex P&P]
10/13/2006
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Hawaiian Electric Co., Inc.
Flex Plan Premiums & Prices
2007
FlexPlan
Premium Per Month Price per Pay Pd
Plan Options 2006 2007 Medical 2006 2007
Medical % Increase
Credits 67.54 67.54
PPP
Single 202.74 210.41 3.783 67.18 67.68
Single Parent 407.41 422.22 3.635 71.49 72.49
Couple 490.27 508.10 3.637 78.96 80.46
Family 529.50 548.71 3.628 84.49 86.49
HPH Plus
Single 232.89 249.77 7.248 67.18 67.68
Single Parent 449.17 482.46 7.411 71.49 72.49
Couple 540.52 580.58 7.411 78.96 80.46
Family 587.86 631.55 7.432 84.49 86.49
Kaiser
Single 258.07 253.31 -1.845 67.18 67.68
Single Parent 495.50 486.35 -1.847 71.49 72.49
Couple 596.14 585.15 -1.844 78.96 80.46
Family 650.34 638.34 -1.845 84.49 86.49
Vision
Single 5.08 5.08 0.000 2.75 275
Couple 10.15 10.15 0.000 3.00 3.00
Family 14.73 14.73 0.000 3.00 3.00
Major Care
Single 32.32 31.29 -3.190 4.11 4.11
Couple 64.63 62.56 -3.200 5.08 5.08
Family 92.48 89.52 -3.200 6.05 6.05
Note:
Medical prices based on employee contribution per 2003 Negotiations
No price increase for Vision and Dental
Single SingleParent Couple Family
Medical 67.68 72.49 80.46 86.49
Vision 2.75 3.00 3.00 3.00
Dental 4.11 6.05 5.08 6.05
Total Prices 74.54 81.54 88.54 95.54
Less Credits 67.54 67.54 67.54 67.54
Employee Cont. 7.00 14.00 21.00 28.00

HECO02007_1548_RateCase.Oct06.xIs[Flex Plan Premiums & Prices]

10/13/2006
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Hawaiian Electric Co., Inc.
Calculation of Medical Expense

2007
1 2 3 4 5
MONTHLY
' 2007 PREMIUM
% OF: PROJECTED MONTHLY FOR 2007 2007

PARTICIPATION PARTICIPATION PREMIUM PARTICIPATION ANNUAL

PLAN COVERAG 1/1/2006 2007 RATES (2x3) PREMIUM
PPP Single 9.0% 139.3 210.41 29,310 351,720
(HMSA)  S. Parent 2.2% 34.1 422.22 14,398 172,776
Couple 8.0% 123.8 508.10 62,903 754,836
Family 20.9% 3235 548.71 177,508 : 2,130,096
284,119 3,409,428

]
HPH Plus Single 11.3% 174.9 249.77 43,685 524,220
(HMSA)  S. Parent 3.5% 54.2 482.46 26,149 313,788
Couple 6.6% 102.2 580.58 59,335 712,020
Family 19.6% 303.4 631.55 191,612 2,299,344
320,781 3,849,372
Kaiser Single 3.8% 58.8 253.31 14,895 178,740
S. Parent 0.5% 7.7 486.35 3,745 44,940
Couple 3.0% 46.4 585.15 27,151 325,812
Family 5.5% 85.1 638.34 54,323 651,876
100,114 1,201,368
Waive 6.1% 94.6

100.0% 1,548 705,014 8,460,168
778 PHE NE NPF2222Z 509 TOTAL 7,258,800
778 PHE NE NPF2222Z 509 TOTAL 1,201,368

HECO02007_1548_RateCase.Oct06.xIs[Medical]

10/13/2006
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Hawaiian Electric Co., Inc.
- Calculation of Dental Expense

2007
1 2 3 4 5
MONTHLY
2007 PREMIUM 2007
% OF PROJECTED MONTHLY FOR 2007 PROJECTED
PARTICIPATION PARTICIPATION PREMIUM PARTICIPATION ANNUAL
PLAN COVERAC 1/1/2006 2007 RATES (2x 3) PREMIUM
Major Care Single 23.9% 370.0 31.29 11,577 138,924
(HDS) 2 Party 18.9% 292.6 62.56 18,305 219,660
Family 54.3% 840.6 89.52 75,251 903,012
105,133 1,261,596
210,266
Waive 2.9% 44.8
100.0% 1,548 210,266 1,261,596
778 PHE NE NPFZZ22Z 509 TOTAL 1,261,596

HECO2007_1548_RateCase.Oct06.xIs[Dental]

10/13/2006



Hawaiian Electric Co., Inc.
Calculation of Vision Expense
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2007
1 2 3 4 5
’ MONTHLY
) 2007 PREMIUM 2007
% OF PROJECTED MONTHLY FOR 2007 PROJECTED
PARTICIPATION PARTICIPATION PREMIUM PARTICIPATION ANNUAL
PLAN COVERAC 1/1/2006 2007 RATES (2 x 3) PREMIUM
VISION Single 24.1% 373.1 5.08 1,895 22,740
(VSP) Couple 17.6% 2724 10.15 2,765 33,180
Family 52.2% 808.1 14.73 11,903 142,836
Waive 6.1% 94.4
100.0% 1,548 16,563 198,756
778 PHE NE NPFZZ22Z 509 TOTAL 198,756
Merit 49%
Bargaining 51%

HECO02007_1548_RateCase.Oct06.xlIs[Vision]
10/13/2006
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L e
P, &) Blue Cross
+ Blue Shield

VAv of lgaewgi e

An Independent Licensee of the Blue Cross and Biue Shield Association
August 17, 2006

Julie Price

Manager of Compensation and Benefits
Hawaiian Electric Company

PO Box 2750

Honolulu, HI 96840-0001

Dear Julie,

Thank you once again, for allowing HMSA to be the Health Plan of Choice for the employeés
of Hawaiian Electric Industries, Hawaiian Electric Company, and HEI's subsidiary companies.
We look forward to serving you again during the new plan year effective January 1, 2007.

Active Employees

We have completed our review of your companies’ health care claims experience to
determine rates for the upcoming year and find that an overall rate increase of 8.5% is
necessary for the Active Employees’ coverage. The overall increase is comprised of an 8.5%
medical rate increase and an 8.6% drug rate increase.

By implementing the 2007 plan year benefit modifications, as outlined in HEI/HECO's
bargaining agreement with the IBEW, the overall rate change calculates to a 5.6% rate
increase over the current plan year rates. The benefit modifications for the Preferred
Provider Plan had a -4.9% impact to the plan rate, while the Health Plan Hawaii changes
resulted in a -.5% rate decrease. The drug plan changes calculated a -3.1% savings to the
current plan.

The annualized estimated savings associated with the 2007 benefit modifications, assuming
membership as of May 2006, is $281,429.

Retired Employees

The overall rate change for the retirees’ coverage calculates to a 12.9% rate increase, and it
is comprised of a medical rate increase of 12.4% and a drug rate increase of 13.9%.

After applying the 2007 benefit modifications and associated rate changes as stated above,
the overall rate change calculates to a 9.7% rate increase from the current plan year rates.
The annualized estimated savings associated with the 2007 benefit modifications, assuming
membership as of May 2006, is $101,774.

Renewal Exhibit

Exhibit | & II: Provides the rate calculation worksheets for the medical and drug programs for
the active employees.

Hawaii Medical Service Associatior CREAEaaLte S0 BT Zoy 24T BERP I Treetabese e
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Exhibit lll & 1lI-A: Presents the Active employees’ renéwal rates and COBRA rates effective
January 1, 2007 through December 31, 2007. Rates presented assume that both the
Bargaining and Non-Bargaining employee groups will accept the 2007 benefit changes.

Exhibits IV & IV-A: Presents the Active employees’ renewal rates and COBRA rates with the
assumption that the Bargaining employees will accept the 2007 benéfit modifications and the
Non-bargaining employees will retain the 2006 plan benefits. This scenario may be
necessary if the 2007 benefit changes are not acceptable to the Prepaid Council.

Exhibit V: Provides a listing of large claim cases in excess of $25,000 for the active
employee group. Two large claim cases exceeded the $150,000 large claim cap during the
experience period.

Exhibit A & B: Provides the medical and drug rate calculation worksheet for the retired
employees. '

Exhibit C & C-1: Presents the Retired Employees renewal and COBRA rates incorporating
the 2007 benefit changes.

Exhibit D: Presents the large claim cases in excess of $25,000 for the retirees. No large
claims cases exceeded the large claim cap for retirees.

Exhibit E: Provides for your review, a brief outline of the 2007 benefit modifications that were
previously agreed to with the IBEW.

Please note: 65C Plus rates for 2007 will not be available for release unitil October 2006.

HMSA and its subsidiary companies offer a full range of employee benefit programs, which
include Temporary and Long-Term Disability, Group Term Life Insurance, Accidental Death &
Dismemberment, and Long Term Care. Please let me know if we can provide you with a
quote or more information on any of these programs.

Once again, thank you for choosing HMSA. We appreciate the opportunity to continue to
work with you-to provide a quality health care program for the employees of HEI, HECO and
the subsidiary companies.

If you have any questions regardfng the above, please feel free to contact me 948-5507 or
you mail e-mail me at john_hamakawa@hmsa.com.

n A.Qamakawa
nior Account Executive

arketing

C: Myra O'Brien

Enclosures
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MRG ACCOUNT : HAWAIIAN ELECTRIC INDUSTRIES, INC. - ACTIVES
EFFECTIVE: JANUARY 1, 2007 THROUGH DECEMBER 31, 2007

MRG CODE: 386

SUMMARY OF RATES FOR HAWAIIAN ELECTRIC INDUSTRIES, INC. - ACTIVES

Single
Sub/Spouse
Sub/Child(ren)
Family

(BENEFIT CHANGES FOR BOTH BU AND NBU)

623 -1
68622 -1
99380 -1

5331 -1
56326 -1
98924 -1

9744 -1
68098 -1
98921 -1
50463 -1
56314 -1
98919 -1
45281 -1
56402 -1
99385 -1
39409 -1
56411 -1
99382 -1
54558 -1
62044 -1
54558 -6
84752 -1
56916 -1
56916 -2
97667 -1

BASIC
RATES
625

$146.96
$393.74
$326.90
$427.98

Rates for COBRA groups do not include administrative fees.

HECO BU PPP

HECO BU PPP (COBRA)
HECO BU PPP LTD
HELCO BU PPP

HELCO BU PPP (COBRA)
HELCO BU PPP LTD
MECO BU PPP

MECO BU PPP (COBRA)
MECO BU PPP LTD
HECO NBU PPP

HECO NBU PPP (COBRA)
HECO NBUPPPLTD °
HELCO NBU PPP

HELCO NBU PPP (COBRA)
HELCO NBU PPP LTD
MECO NBU PPP

MECO NBU PPP (COBRA)
MECO NBU PPP LTD
HEI PPP

HEI PPP (COBRA)

HPC PPP

HPC PPP (COBRA)

PECS PPP

PECS PPP (COBRA)

HEI BOD PPP

0.1%
TOTAL BASIC
DRUG NEW HBHC

RATES RATES FEE
395
$63.24 $210.20 $0.15
$113.86 $507.60 $0.39
$94.90 $421.80 $0.33
$120.18 §548.16 $0.43

Page 1 of 3

0.1%
DRUG

TOTAL

HBHC NEW RATES
FEE WITHFEE

$0.06
$0.11
$0.09
$0.12

i

$21041
$508.10
$422.22
$548.71
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EXHIBIT I ,
MRG ACCOUNT: HAWAIIAN ELECTRIC INDUSTRIES, INC. - ACTIVES
MRG CODE: 386 EFFECTIVE: JANUARY 1, 2007 THROUGH DECEMBER 31, 2007

62469 -1 HECO BU HPH

69487 -1 HECO BU HPH (COBRA)
98920 -1 HECO BU HPH LTD

62471 -1 HELCO BU HPH

69489 -1 HELCO BU HPH (COBRA)
99384 -1 HELCO BU HPHLTD
62473 -1 MECO BUHPH

69491 -1 MECO BU HPH (COBRA)
99383 -1 MECO BU HPH LTD

60863 -1 HECO NBU HPH

62977 -1 HECO NBU HPH (COBRA) .
99381 -1 HECO NBU HPH LTD
60865 -1 HELCO NBU HPH

69488 -1 HELCO NBU HPH (COBRA)
98923 -1 HELCO NBU HPH LTD
60866 -1 MECO NBU HPH

69490 -1 MECO NBU HPH (COBRA)
98922 -1 MECO NBU HPH LTD
80160 -1 HEIHPH

84674 -1 HEI HPH (COBRA)

80162 -1 HPCHPH

84676 -1 HPC HPH(COBRA)

63100 -2 PECS HPH

63112 -1 PECS HPH (COBRA)

0.1% 0.1%
: TOTAL BASIC DRUG TOTAL
BASIC DRUG NEW HBHC HBHC NEW RATES
RATES RATES RATES FEE FEE WITH FEE/
_ZN 396
Single $186.28 $63.24  $249.52 $0.19 $0.06 $249.77
Sub/Spouse $466.14 $113.86  $580.00 $0.47 $0<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>